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FRIDAY, JULY 1, 1960 


U.S. Senate, 
Setect Commirrer on Smay Busrness, 
Washington, DC. 

The committee met, pursuant to notice, at 10:15 a.m., in room 312 
Qld Senate Office B uilding, Washington, D.C., Senator Hubert H. 
Humphrey presiding. 

Present: Senator Humphrey. 

Also present: Walter B. Stults, staff director; Wiley S. Messick, 
counsel; Kugene P. Foley, counsel; Harold Putn: am, counsel; Allen 
Lesser, legisl: itive assistant to Senator Javits; Joseph Skubitz, admin- 
istrative assistant to Senator Schoeppel; Wallace Edgerton, adminis- 
trative assistant to Senator Harrison A. Williams, Jr., and John Cal- 
houn, legislative assistant to Senator Prouty. 

Senator Humpurny. Mr. McCallum, I will open the hearing, at 
least the preliminary stages, by referring to a document which I am 
sure reached you yesterday. 

(The document referred to follows:) 


ExuHisit I 
U.S. SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
June 80, 1960. 
MEMORANDUM 


To: Hon. Philip McCallum, Administrator, Small Business Administration. 

From: Senator Hubert H. Humphrey, U.S. Senate. 

Re hearing of Senate Select Committee on Small Business; Friday, July 1, 1960; 
10 a.m. ; room 312, Old Senate Office Building. 

The hearing above referred to is a continuation of the hearing held by the 
Senate Small Business Committee on March 22, 1960, entitled: ‘Annual Review 
of Programs and Activities of the Small Business Administration.” As has been 
| previously indicated, this hearing will be concerned with a general review of 
SBA’s lending policies from July 1, 1958, to June 30, 1960. We would appreciate, 
as an example, the following type of information (but not limited to the follow- 
ing): (1) the standard procedure followed in distributing policy statements; (2) 
various ways in which the terms “loan inquiry” and “application” are used. 

The following materials are specifically requested : 

1. Dates and minutes of all meetings of the Loan Policy Board from July 1, 
| 1958, to June 30, 1960. 

2. Copies of all policy directives, letters of instruction, memorandums, and 
other correspondence bearing on the functions of the Deputy Administrator for 
Financial Assistance that issued from the Loan Policy Board, the Administrator, 
othe Deputy Administrator for Financial Assistance to any and all regions dur- 
ing the period indicated in No. 1. 

Finally, we request the attendance at the hearing of the following employees 
ifthe Small Business Administration: The Administrator ; Deputy Administra- 
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tor for Financial Assistance; Director of the Office of Economic Advisor ; Diree. 
tor of the Office of Information; Director of the Office of Loan Proc ‘essing: 
Director of the Office of Loan Administration. 
Thanking you for your cooperation. 
Yours very truly, 
Husert H. HuMpnuery. 

Mr. McCatuum. Yes, I received your memorandum late yesterday 
afternoon. 

Senator Humrnurey. It was primarily for information purposes, | 
said that the hearing referred to, namely, the small business hear. 
ing, is a continuation of the hearing held by the Senate Small Busi- 
ness Committee on March 22, 1960, entitled, “Small Business Admin- 
istration—1960: Annual Review of the Programs and Activities of 
the Small Business Administration,” and as hs as been prev lously j in- 
dicated, this hearing will be concerned with the general review of 
the SBA’s lending policies from July 1, 1958, to June 30, 1960. That 
covers primarily ‘the major portion of the 86th Congress. 

We would appreciate, as an example, the following type of in- 
formation, but not lmited to the following: The standard procedure 
followed in distributing policy statements, “various ways in which the 
terms “loan inquiry” and “application” are used. 

I would also, of course, be very interested for this record, in that 
kind of review on your part of the procedures followed for the loan 
applications, either granting or rejection. 

But let’s take this period beginning July 1, 1958, through June 30, 
1960, or as close as we can come to that period, and discuss ‘the general 
outline of the loan policy procedure and administration. 

Did you bring the materials that were requested ? 


TESTIMONY OF PHILIP McCALLUM, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION; ACCOMPANIED BY ROBERT fF. 
BUCK, DEPUTY ADMINISTRATOR; LARRY D. GILBERTSON, GEN. 


ERAL COUNSEL, AND KEITH L. HANNA, DIRECTOR, OFFICE OF | 


THE COMPTROLLER 


Mr. McCattvum. I haven’t been able as yet to assemble all the mate- 
rial you asked for. 

Senator Humpnrey. Also the dates and minutes of all meetings of 
the Loan Policy Board from July 1, 1958, to June 30, 1960. 

Mr. McCatium. We will provide these for the committee but I was 
unable to get them all together. 

Senator Humenrey. That is understandable. 


And the other item is a copy of all policy directives and letters of | 


instruction, memorandums. 

Mr. McCattum. We will supply the information to the committee: 

Senator Humpurey. I might give you a guideline in the beginning 
as to why I am interested in this particular subject matter, 

The agencies of the business loans approved by the SBA since the 
day that I indicated from 1958 up through December 15—I do not 
have the figures in the last few months—show that from January 
through July 1958 the number of loans was 2,513, according to, T be 
lieve, your records, and it was in the amount of $121,600,000. 


1The material herein requested was subsequently supplied for the information of the 
committee. 
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From July through December 1958 it was 2,628 loans, and the 
amount was $119,700,000. This is comparable to the period in the 
first 6 months of 1958. And then from January to Take 1959 there 
were 2,954 loans, and the amount was $147,300,000, another comparable 
figure. And then from July through December 1959 the number of 
loans dropped drastically 1,579, with the total amount of money being 
Joaned $69,500,000. This despite the fact that at that time you ap- 
plied for or requested from the Appropriations Committee a substan- 
tial sum of money, an increase in funds, pointing out that there was 
very great need for this credit, and made quite a plea, a rather dra- 
matic plea, before the Appropriations Committee. 

I would be interested in knowing what circumstances developed that 
changed your mind, or at least changed the economic situation so dras- 
tically in the short period of time between July and December 1959. 

Mr. McCautivum. Senator, it is true that in each fiscal year during 
SBA’s existence, up to July of 1959, our loan applications were on 
the increase. On July 1, 1959, they came down from a high of 1,083, 
in March of 1959 to—I believe there were 752 in May, 902 in June, 
and 681 in July. 

Now, we have speculated, Senator, a good bit as to the reasons for 
the decline of our loan application workload in the first half of the 
fiscal year 1960. I don’t know that I have a ready answer. 

Certainly the steel strike, we think, was a factor in this situation. 
Companies were liquidating inventories, they had cash, they could 
not purchase steel, and the demand for funds was not as great, we 
think, in this period. 

Also, times generally were pretty good. And with money avail- 
able from the commercial banking system, we believed that borrowers 
were Willing to borrow and lenders willing to lend, perhaps, on 
shorter terms, subject to renewal. 

Senator Humpurey. Let me just get this straight. 

You are telling me that there was cash money available for the 
private banking system in that period, J divi ieealabed 1959? 

Mr. McCatium. Yes, sir. 

Senator Humpurey. You are aware of what the Government was 
paying in interest for short-term money during that period of time? 

Mr. McCatium. Yes. 

Senator Humpurey. The highest it has ever been in 20 some years? 

Mr. McCatium. I understand, sir. 

Senator Humpnrey. And small business loans were plentiful dur- 
ing that time. 

r. McCattum. Mr. Buck, who is our Deputy Administrator in 
Charge of Financial Assistance, tells me that during that same period 
the ratio of bank loans to deposits also went up considerably. 

There is also some evidence, Senator, that in the past year as against 
the situation perhaps 5 years ago, commercial banks were making more 
term loans. Mr. Buck has attended several credit meetings, and there 
some indication by the commercial bankers, a rather strong case, 
that more commercial banks today are making term loans than they 
were certainly 5 years ago. 
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‘ : ; . ~ 
I was interested to note an article which appeared in the New 


York Times. I quote: ‘ 

In his recent appearance before the New Jersey Bankers Association Alfred 
Hayes, president of the Federal Reserve Bank of New York, referred to recent 
increases in term business loans extended by New York City commercial banks, 
He pointed out that although this development was not necessarily questionable, 
the volume of such loans, amounting to 50 percent of all business loans, might 
hinder banks in financing short-term legitimate credit needs. 


So this is another reason, we think, that might have had an effect, 

Senator Humpnrey. What was the date of that story, Mr. Me. 
Callum ? 

Mr. McCatitum. May 31, 1960. 


Senator Humrurey. I am talking about the period from July to | 


December 1959. 
Mr. McCauuivum. I think, sir, that he was referring to a trend 


which had occurred at a time prior to the time he gave his address, 


that is my understanding. 

Senator Humpurey. Let me get it clear. 

Do I understand you to say that during this period of time there 
was available substantial sums of money and rather relaxed credit 
conditions for the independent businessman ? 

Mr. McCatium. I don’t say that, sir. 

Senator Humpnurey. What are you saying ? 

Mr. McCatium. I am saying that in some sections of the country 
there were funds available—true, the interest rates were high, but 
there were funds available for lending to business. 

I am not saying all the credit that was needed in all parts of the 
country was readily available to small business concerns, but I am 
saying that these are factors which we have speculated on as an in- 
ication of the reasons for our loan volume being somewhat curtailed. 

Senator Humpnrey. Do you have any idea what interest rates 
were being paid on these loans to small business by the private banks! 

Mr. McCatium. Do you, Mr. Buck. 

Mr. Buck. I think that they were in general quite a lot higher than 
the 514-percent rate than the statute set on our lending, that in some 
instances short-term rates were up around 7 percent in some parts ol 
the country, although they tend to be higher in the western part of the 
country than they do in the eastern part of the country. 

Senator Humpurey. Yes, the eastern part has money, a good deal 
of it. Is that right? 

Mr. Buck. I believe that is generally recognized to be true, sir. 
Senator Humpnrey. I am interested in this, because one of the 
purposes of the Small Business Act was to make available moneys | 
at reasonable rates of interest. And if the activities of the SBA ar | 
down, and the activities of the private banks are up, it means that the 
need for credit was there, because somebody was going to the private 
banks. And if they are going to the priv: ate banks to pay 7 percent 
for short- term—and I imagine they are paying a good 614 for longet 
term paper in private banks—if you can get a small business loan ot 
in the Midwest for less than 6 or 614 percent for a 10-year loan, | 
wish you would tell me about it. T he point I am getting at—the duty | 





—_ 


ie New 


n Alfred 
oO recent 
il banks, 
tionable, 
S, might 


1 effect, 


fr. Me. 


July to | 


a trend 
vddress, 


1e there 
1 credit 


country 
igh, but 


s of the 
ut I am 
S an in- 
urtailed, 
st rates 
> banks! 


her than 
in some 
parts of 


rt of the 


ood deal 


e, sir, 

e of the 
, moneys 
SBA are 
that the 
> private 
’ percellt 
or longer 
Joan out 
r loan, | 
the duty 


— 


SMALL BUSINESS ADMINISTRATION—1960 SO 


of the Small Business Administration is to make available capital 
where there is a legitimate need within the limits set down by statute 
as to the amounts available and the size, the maximum amounts of 
loans. 

You have established for me, at least, the fact that during this 
period of July to December 1959 there were great credit needs, because 
you have indicated that they were going to the private banks. And 
I am wondering why people would pay higher interest rates at the 
private banks than the statutory limit would be on SBA loans, unless 
they are a very generous group of borrowers. Most borrowers are 
hardly that kindhearted, nor lenders either. 

Mr. Buck. We wondered, too, Senator. 

Senator Humenrey. It is a puzzling thing to me. 

Mr. McCatium. We can’t commandeer loan applicants; we don’t 
try. What we do is make our services available; we try to let them 
know. We have never refused to make loans to worthy small 
businesses. 

It is true, I believe, that a business, to be successful over a long 
period of time, must establish a credit line with its bank; it should 
not in the long run rely solely on Government financing. And I think 
perhaps that some borrowers, recognizing this, were going to their 
commercial banks to establish this line, perhaps at the sacrifice of a 
point or two of interest, as against our statutory rate of 54 percent, 
and getting loans for a shorter period of time but subject to renewal. 

Now, this is a matter that we have speculated on a good bit, Senator. 
Mr. Buck and I have thought about this quite a bit, as to the various 
reasons for this. And these are the things that we have, in connection 
with our discussions and some of the research that Mr. Buck has come 
up with as possible answers to this question. 

Senator Humpurey. That was the period, was it not, of the steel 
strike ? 

Mr. McCatuum. Yes, sir. 

Senator Humrnrey. Do you remember the affidavit that was filed 
bythe SBA? I think it was filed on October 15, 1959, by Mr. Barnes, 
who was then the Administrator. I quote: 


The United States of America v. United Steel Workers of America, et al., 


an affidavit filed in the U.S. District Court, Western District of Penn- 
sylvania. It points out some of the economic factors involved. 

What was your position then, Mr. McCallum; general counsel ? 

Mr. McCatium. I was the general counsel then. 

Senator Humpurey. So you are very familiar, I am sure, with this 
affidavit ? 

Mr. McCatium. Yes; I know of it. 

Senator Humpurey. And I see that it was sworn before a notary 
public, Mary A. DiDio, the 15th day of October 1959, and the general 
theme of this affidavit is that the steel strike is putting a heavy burden 
on independent business, and that there was a great need for credit 
o the part of independent business. 

Mr. McCaiium. Does it say that, Senator? 

Senator Humpurey. Let’s see what it says. This is item 6. Let’s 
see how you list those. 


53492—60—pt. 22 
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Item 6 on page 3 of this particular mimeographed copy of the 
affidavit says: 

The small business segment of the economy is more vulnerable than the larger 
companies to the effects of a prolonged steel strike because they are more 
severely affected by fluctuations in the business cycle. Statistical evidence 
demonstrates that their profits are more volatile. The national economy is 
now experiencing a recovery from the 1957-58 business recession, and smaller 
concerns have been sharing in this recovery. Insofar as the steel strike im- 
pairs this recovery. small businesses with their limited resources will be more 
affected than are larger enterprises. In addition, the prolongation of the stee] 
strike has a disproportionately adverse effect on small concerns because of their 
inability, as compared with the larger companies, to prepare for the strike. 
Many manufacturers acquired substantial inventories of steel in anticipation of 
the strike; but, proportionately, small manufacturers stockpiled steel to a far 
lesser extent than large manufacturers. They do not have the resources to hold 
inventories of materials long in advance of the time they will be needed. They 
lack the necessary reserves of cash and the credit facilities available to larger 
firms, and they do not in any case have the warehouse facilities required for 
storing abnormally large inventories of steel. It is clear, therefore, that a 
lengthy steel strike will have not only a very seriously adverse effect upon the 
small business segment of the economy, but this effect will be much more 
severe upon small firms than upon their larger competitors. As a result, a pro- 
longed steel strike will serioulsy weaken the ability of small concerns to compete 
and consequently cause the economy of the Nation to suffer. 

I want you to keep that in mind in the light of what you and Mr, 
Buck had to say about having so much cash available at this time. 
You indicated that this was one of the reasons there were fewer 
applications. 

Mr. Buck. We didnt’ say the small firm had more cash available, 

Senator Humrenrey. Who did you say had it ? 

Mr. Buck. We said generally the banks had more cash, because the 
larger companies particularly, who have been able to stockpile, might 
have been liquidating steel rather than purchasing steel. Therefore, 
this relieved the drain on the banks of the strain of loans which they 
might normally have been making, and probably in the previous time 
had been making beyond their usual limitations for the purpose of 
stockpiling steel. 

Senator Humpurey. Do you have any facts to substantiate that, 
or is this just an opinion ¢ 

Mr. Buck. No, sir; we do not, except that we believe from what 
we read in the general press that this was in fact the case. 

Senator Humpurey. I don’t believe it, so I am on the other side. 
My point is that while the steel companies during that period of time 
may have been liquidating some of the inventories, the demand for 
credit, if my memory serves me correctly, in the light of the statement 
of this administration on inflation and the need of watching our 
credit structure, the credit was very tight during this period. This 
is why the interest rates on Government bonds were at an unprec- 
edented height. 

The Government bonds market reflects the condition of the money 
market, does it? Or doesn’t it ? 

Mr. Buck. I am sure it does. 

Senator Humpurey. You cannot be paying 4.17 percent on 180- 
day notes between the period of December 1958 or July 1959 and De- 


cember 1959, the highest rate that has been paid on short-term notes 
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in 27 years, and still say that there is a great flush of money in the 
money market, unless somebody is rigging it. That is what our Gov- 
ernment paid, you and me, you know, the taxpayers. 

I think you ought to document what happened during this period 
of time. 

Mr. ucx. Well, sir, we were simply trying to speculate on what 
might have caused this, because we had examined our own policies 
to make very sure that there was nothing that we were doing that 
was any different. 

Senator Humpurey. We are going to go into that; we will come 
around to that a little later. I think you were doing something very 
different. We are going to get to that before we get through. 

Mr. Foley. 

Mr. Fotry. I just wanted to recall your testimony in the hearing of 
March 22, 1960,* in which you commented on the slackening, apparent 
slackening demand for credit, on page 20 of the print of the 
committee : 

The slackening of demand for credit during this period most probably re 
flected the economic slowdown and uncertainty due to the steel strike. We be- 
lieve the cash position of business, sma!l and large, improved during this 
period because of the conversion of inventories into finished goods and cash 
rather than the use of cash to purchase inventories, including steel. 

And yet you have just seen in the affidavit here that small business 
didn’t really have many inventories, that their cash resources were 
very small. 

Mr. McCauivum. I think that it is true that those small business con- 
cerns which did have inventories of steel, even though small, and in 
liquidating those inventories did have cash available. 

I also said that this was an unpredictable period. You had the 
steel strike going on, and the threat of a copper strike, there was a rail- 
road strike possibility in the offing, and business concerns were hesi- 
tant in making plans, perhaps, to borrow and expand. This was an 
uncertain period. 

Senator Humrpnrey. It was an uncertain period, there is no doubt 
about that. 

Do you indicate that most of these loans were made in the metal 
industry during this period ? 

Mr. McCatium. During this period ¢ 

Mr. Buck. Do you mean most of our loans, Senator ¢ 

Senator Humpnrey. Yes; I am speaking of your loans. I have no 
way of knowing what loans the banks made except in the most gen- 
eral figures. 

Mr. Buck. We don’t have any figures with us on that period as 
to the type of industry to whom we were making our loans. We do 
have them available. We can furnish them if you would like to have 
them. 

(The material subsequently supplied follows :) 





*Hearing before the Senate Select Committee on Small Business, Small Business Admin- 
istration, 1960: Annual Review of Programs and Activities of the Small Business Adminis- 
tration, Mar. 22, 1960. 
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The controller tells us that 68 percent of our loans in the first 9 
months of fiscal 1960 were in nonmanufacturing industries. 

Senator Humpnrey. Nonmanufacturing industries—so they would 
not have been directly affected by the steel strike ? 

Mr. Buck. That is right, sir. 

Senator Humpnrey. What is the aver age in other years? 

Mr. McCatium. I am sorry, we don’t have those ‘imei 

Senator Humpurey. Do you have them broken down fairly wel] 
over the years? 

Mr. Buck. Ona cumulative basis 76 percent of our loans were made 
in nonmanufacturing industries up through March of 1960. 

Senator Humpnrey. And in 1959, what was the percentage? 

Mr. Buck. I beg your pardon, those figures will have to be 
corrected. 

Cumulative through March of 1960, 68.1 percent of our loans were 
made to nonmanufacturing industries. In the first 9 months, how. 
ever, of fiscal year 1960, 76 percent of our loans were made to non- 
manufacturing firms 

Senator Humrurey. So there was a step-up- 

Mr. Buck. aadneninetels 8 percent. 

Senator Humrnrey. In the request for loans to nonmanufacturing 
firms in the first 9 months of fiseal 19606? 

Mr. Buck. Apparently, yes. 

Senator Humpnrey. So apparently the credit needs were not ex- 
actly diminished. 

Mr. Buck. Our loans to manufacturing industries went down in 
that period. 


Senator Humpnrey. What is the rel: eon of the dollar volume, | 


just for the record, to that of a year in which there was no strike! 
That is the best way to get that. 

Mr. Buck. We don’t have it by years; those figures are cumulative, 
and we couldn’t make any percentage comparison. 

Senator Humrurey. Mr. Foley suggests that I had forgotten to 
complete other portions of the affidavit. The affidavit reads, item No 
11, we have referred already to item 6—reading paragraphs from 
item 6—now on item No. 11: 

The survey disclosed a number of industries which are now seriously affected 
by the shortage of steel. These include the manufacturers of ducts and fittings, 
light metal door and frame manufacturers, prefabricated building and sub 
assembly fabricators, trailer manufacturers and steel shelving and _ cabinet 
manufacturers. 


I imagine many of these were in the area of what we call small 
business. And then back to the affidavit: 


Firms in all these groups have indicated that their operating inventories har 
been almost completely consumed. These industries are encountering diffi: 
ties in substituting the warehouse steels that are available for the steel formerly 
supplied by the mills. The activities of some of these companies are substal 
tially curtailed today and it is anticipated that they will be closed down com 
pletely within 15 to 30 days. 


Item 13 says: 


According to the survey, a secondary effect of the general shortage of strut 
tural steel has been to curtail both the activity of concerns that produce items 
used in building construction and the activities of small contractors in the 
building trades. 
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And to item 14: 


* * * If the steel strike were to end promptly, it is estimated that material 
to replenish inventories would not be available from regular sources for a period 
of 4 to 6 weeks. During this period many if not most small business concerns 
will be compelled to resort to higher cost steel to the extend that it is available. 
This serious hardship cannot be avoided by an immediate termination of the 
strike. 


And item 13 also says: 


* * * Another secondary effect is that small manufacturing concerns which 
extend credit to their dealers based on the normal extension of credit by those 
dealers to their customers are encountering difficulty in obtaining payment from 
dealers located in areas where plants have been closed because of the steel 
strike. 


Now, there is a credit need on the part of the dealers. You make 
loans to dealers as well as fabricators, do you not ? 

Mr. McCatium. Yes, sir. 

Senator Humrurey. And finally—the rest of it is just a summary. 
Item 15: 


The Congress of the United States has determined, in section 2(a) of the 
Small Business Act, that the economic well-being and security of the Nation are 
dependent upon the capacity and development of the small business enterprises. 


We will by reference make this entire affidavit a part of the testi- 
mony, because I do not want to just quote out of context. I think we 
ought to have it all there. 

(The text of the affidavit referred to follows :) 


Exusir III 
UNITED STATES District Court, WESTERN District oF PENNSYLVANIA 


United States of America, petitioner, v. United Steel Workers of America et al., 
defendants 


AFFIDAVIT 
Oiry oF WASHINGTON, 
District of Columbia, ss: 

WENDELL B. BARNES, being duly sworn, deposes and says: 

First: He is the duly appointed Administrator of the Small Business Adminis- 
tration, an agency of the Government of the United States, established under and 
pursuant to the Small Business Act, to aid, counsel, assist, and protect the 
interests of small-business concerns in order to preserve free competitive enter- 
prise and to maintain and strengthen the overall economy of the Nation. In the 
performance of his duties the Administrator is required to be informed on gen- 
eral economic conditions and on economic conditions that affect the competitive 
position of small-business concerns. 

Second: In the United States there are approximately 4,500,000 business enter- 
prises. About 4,300,000 of these are small-business concerns under the definition 
of small business promulgated by the Small Business Administration. It is 
estimated that small concerns provide employment for as many as 30,000,000 
persons. Small manufacturers employ approximately 6,000,000 of these 30,000,000 
persons. 

Third: Many small business concerns are engaged in occupations directly 
telated to the national health and safety. During the fiscal year ending June 
30, 1958, defense procurement contracts totaling $3,154,000,000 were awarded 
directly to small concerns. In addition, many small firms are defense subcon- 
wactors under defense contracts awarded in the first instance to enterprises 
that are not small under the Small Business Administration’s definition of small 
business. During fiscal year 1959, these military prime contracts totaled 
$16,366,000,000. Although the dollar amount of these defense contracts which 
were placed with small business concerns as subcontractors is not available, it 
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is estimated that nearly 20 percent was performed by small concerns. In addi- 
tion, small firms are heavily engaged in defense supporting activities and in 
essential civilian occupations. 

Fourth: A substantial number of the 4,300,000 small business concerns are 
directly or indirectly dependent upon an adequate supply of steel or stee] 
products. Of approximately 315,000 small manufacturers as many as 50,000 
are believed to be engaged in the fabrication of steel into a variety of products, 
These enterprises are directly dependent upon an adequate supply of steel. The 
remaining small manufacturers also are directly dependent upon the adequate 
production of steel and steel products to the extent that their products cannot 
be manufactured without some steel component. For example, a product made 
of wood may have certain steel components; a fiber tube may require metal ends; 
or a food manufacturer may be dependent on steel cans. And every manufac. 
turing concern, regardless of size, relies on steel through its use in the con- 
struction of plant, machinery, tools and other equipment. Thus, steel is directly 
required by most small manufacturers. Apart from this direct dependency 
upon steel, shortages of this essential metal indirectly affects small manufac. 
turers when their customers cancel orders because they, in turn, are unable to 
obtain steel necessary to continued production. 

Fifth: Almost 4,000,000 small enterprises are engaged in nonmanufacturing 
occupations. These include firms engaged in the service trades and in the 
retail and distribution fields. While most of these companies are not directly 
dependent upon steel and steel products inventories, virtually all of them employ 
physical facilities and equipment in which steel is used. In addition, they are 
adversely affected when they cannot obtain the products they distribute or 
when their customers are adversely affected by the steel strike. At this time 
over 500,000 steel workers and about 250,000 workers in related industries 
have been deprived of their usual means of support by the steel strike. Asa 
result, the many smaller firms in the retail and service trades which are de. 
pendent on these workers for patronage, are adversely affected by the steel 
strike. 

Sixth: The small-business segment of the economy is more vulnerable than 
the larger companies to the effect of a prolonged steel strike because they are 
more severely affected by fluctuations in the business cycle. Statistical evidence 
demonstrates that their profits are more volatile. The national economy is now 
experiencing a recovery from the 1957-58 business recession, and smaller con- 
cerns have been sharing in this recovery. Insofar as the steel strike impairs 
this recovery, small businesses with their limited resources will be more affected 
than are larger enterprises. In addition, the prolongation of the steel strike has 
a disproportionately adverse effect on small concerns because of their inability, 
as compared with the larger companies, to prepare for the strike. Many man- 
ufacturers acquired substantial inventories of steel in anticipation of the strike; 
but, proportionately, small manufacturers stockpiled steel to a far lesser extent 
than large manufacturers. They do not have the resources to hold inventories 
of materials long in advance of the time they will be needed. They lack the 
necessary reserves of cash and the credit facilities available to larger firms, 
and they do not in any case have the warehouse facilities required for storing 
abnormally large inventories of steel. It is clear, therefore, that a lengthy steel 
strike will have not only a very seriously adverse effect upon the small-busi- 
ness segment of the economy, but this effect will be much more severe upon small 
firms than upon their larger competitors. As a result, a prolonged steel strike 
will seriously weaken the ability of small concerns to compete and consequently 
cause the economy of the Nation to suffer. 

Seventh: Within the past few days a survey of trade associations and small 
businesses was made by officials of the Small Business Administration. This 
survey consisted of a canvass of the principal executives of approximately 60 
small-business manufacturing concerns using steel and 40 trade associations 
whose members use steel and are predominantly smaller concerns. 

Eighth: Although the survey disclosed that on October 13, 1959, most small- 
business concerns had not as yet been seriously affected by a shortage of steel, 
it indicated that if the strike should continue for an additional 30 days the 
business activities of a substantial number of small manufacturers and small 
construction firms will be curtailed and their employment reduced by 25 percent. 
If the strike continues 60 days, the survey indicated that a substantially greater 
number of small businesses would be affected and for many a 50 percent layoff 
will follow. It was revealed by the survey that should the strike continue for 
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99 days the vast majority of small manufacturers and small construction firms 
will be forced to close. 

Ninth: While serious effects of the strike have not yet been felt by most small- 
pusiness concerns, the survey indicated that their inventories of steel are rapidly 
diminishing and in some cases are now exhausted. A subsential number of 
small-business concerns that have sufficient steel inventories to carry them for 
90 days nevertheless will have to shut down prior to that time because certain 
necessary components made by other firms will not be available or their markets 
will have disappeared because of steel shortages in other industries. 

Tenth: The survey also showed that a further adverse effect of the steel 
strike beyond the effects evident today (and it will increase if the strike is pro- 
longed) is the increased cost to small business of available steel. Instead of 
using steel that is normally supplied directly by the mills, many small firms 
must buy steel through warehouses to continue operation and in so doing incur 
additional costs for locating and shipping steel. Obtaining steel from these 
sources also involves an increased scrap loss and the necessity of substituting 
available heavier or more costly steels to replace normal steel supplies. Some 
small firms are purchasing foreign steel at a premium price. This increase in 
cost is particularly detrimental to the many small businesses which must operate 
on a high-material cost and at low margin of profit. Their ability to compete 
will be undermined by a prolongation of the steel strike. 

Eleventh: The survey disclosed a number of industries which are now seriously 
affected by the shortage of steel. These include the manufacturers of ducts and 
fittings, light metal door and frame manufacturers, prefabricated building and 
subassembly fabricators, trailer manufacturers and steel shelving and cabinet 
manufacturers. Firms in all these groups have indicated that their operating 
inventories have been almost completely consumed. These industries are en- 
countering difficulties in substituting the warehouse steels that are available for 
the steel formerly supplied by the mills. The activities of some of these com- 
panies are substantially curtailed today and it is anticipated that they will be 
closed down completely within 15 to 30 days. 

Twelfth: The plants of many small businesses are located in smaller communi- 
ties and for these plants to shut down will have as serious an economic effect in 
those communities as will the closing of mills in the major industrial centers. In 
addition, small service businesses depending on maintenance, repair, and other 
service work in the area of closed plants are seriously affected. 

Thirteenth: According to the survey a secondary effect of the general shortage 
of structural steel has been to curtail both the activity of concerns that produce 
items used in building construction and the activities of small contractors in the 
building trades. Another secondary effect is that small manufacturing concerns 
which extend credit to their dealers based on the normal extension of credit by 
those dealers to their customers are encountering difficulty in obtaining payments 
from dealers located in areas where plants have been closed because of the steel 
strike. 

Fourteenth: It is clear that the steel strike and the consequent curtailment of 
steel supplies is adversely affecting many small businesses and is significantly 
weakening the competitive position of these concerns. While it appears that at 
the time of the survey the number of small companies completely without the 
steel products necessary to their operation is relatively small, their inventories 
are seriously depleted. If the steel strike were to end promptly, it is estimated 
that material to replenish inventories would not be available from regular sources 
for a period of 4 to 6 weeks. During this period many if not most small business 
concerns will be compelled to resort to higher cost steel to the extent that it is 
available. This serious hardship cannot be avoided by an immediate termination 
of the strike. On the other hand, a continuation of the steel strike will tend to 
proliferate and intensify the adverse effects upon the smaller concerns and upon 
the national economy that are discernible today. Business concerns will close 
down and their workers will be laid off because of the lack of steel. The cost of 
doing business will continue to advance because of the lack of steel. The cus- 
tomers of smaller concerns will disappear because of the lack of steel. Accounts 
receivable will be unpaid and financing problems will multiply because of the lack 
of steel, and because of the inevitable layoff of hundreds of thousands of workers. 
Many smaller concerns will not recover from the setbacks caused by the steel 
strike. Many others will feel for a considerable time, measured in years rather 
than months, the effects of the steel strike. It is inevitable that continuation of 
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the steel strike will seriously and in some instances permanently undermine the 
ability of small concerns to contribute to the national economy. 

Fifteenth: The Congress of the United States has determined in section 
2(a) of the Small Business Act, that the economic well-being and security of 
the Nation are dependent upon the capacity and development of the small busi- 
ness enterprises. It is inevitable if the steel strike continues or if the produc. 
tion of steel is not resumed promptly that the strike will seriously endanger 
the economic health of the Nation and imperil the national safety and health, 


WENDELL B. BARNEs, 

Sworn to before me this 15th day of October 1959. 

[SEAL] 

Mary A, D1rD10, 
Notary Public, 

My commission expires September 30, 1964. 

Senator Humpurey. My point is that while it is true that there 
was the inability to obtain steel products during the steel strike, 
thereby making it possibly less necessary for a company to obtain 
credit for its warehousing purposes, there was a contrary force, so to 
speak, or this was the opposite side of that coin, wherein the dealer 
who handled the prefabricated products that ordinarily received 
credit from his supplier was unable to get that credit, according to 
your own affidavit. Thus it is possible, “it seems to me, that during 
this same period that, where you explained the drop in ‘loans in part 
to the steel strike, that same period set, up other forces which would 
have indicated a greater need of loans during the strike. 

That is merely my analysis of it from your affidavit. 

Mr. McCatium. This could be. But we did not refuse to make 
a loan to any small business concern because of the steel strike. In 
other words, we thought we were here to help any concern which 
needed the credit during this period. And several concerns did 
apply, I think, for loans during this period, and we did not consider 
this uncertainty as a controlling factor in considering the loan appli- 
cation. So if they had come to us—we were ready and willing to 

make loans during this period. 

Mr Buck. May I comment briefly here, Senator, that the demand 
for our loans is a demand for term loans. 

Senator Humpurey. Explain what you mean by a term loan. 


Mr. Buck. I believe generally a term loan is defined as one for 


more than a year. 

Senator Humpnrey. What is the average length of your loan? 

Mr. Buck. Approximately 6 years. So that in a time of economic 
uncertainty it is not likely that a firm that is harassed by a strike, or 
that is the innocent victim of a strike that affects its suppliers, is 
likely to be planning on expansion or the need for long-term funds 
of the type which we supply. The demand that would have been 
generated by the strike would have been for short-term funds re 
quired to carry it through an uncertain period of the type that are 
usually provided by commercial banks and not by SBA. 

Senator Humrurey. Just to go back again now so that we under- 
stand each other, you were indicating a while ago that one of the 
reasons that possibly the number of applications dropped down was 
because of the steel strike. 

You are not indicating, are you, that SBA makes inventory loans 
for warehousing 4 
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Mr. Buck. We can and we do, if this type of loan is not available 
through normal commercial 

Senator Humrpurey. Those are not term loans? 

Mr. Buck. No, sir. Our usual volume, however, is for term loans, 
as evidenced by the fact that our average loan is for 6 years. 

Mr. Fotry. Actually, it is for a period of slightly less than 5 years, 
isn’t it? 

Mr. Buck. I believe it is slightly less than 6, Mr. Foley, but I 
wouldn’t want to be tied down too tightly. It is certainly more than 
5. Cumulatively through June of 1959 our average term was 7514 
months, which was slightly more than 6 years. 

Mr. Fouey. I would like to point out here from this period, Mr. Mc- 
Callum, July 1 to December 30, 1959, in the field of fabricated metal— 
this information comes from your semiannual reports, and one for 
1959 appears on page 46 of that semiannual report, “Business Loans 
Approved to Manufacturers by Industry”—in fabricated metal you 
made 13 loans. For the half-year period before that, you made 83 
and in the half year before that, 80. 

In the field of primary metal, you made 10 loans; in the half-year 
period before that, 29; in the half-year period before that, 29. 

Furniture and fixtures, you made 11 loans in the last half of 1959. 
In the first half you made 33. In the last half of 1958 you made 34. 

In the field of lumber and wood products, all of which you cited in 
your affidavit in the steel strike case—all of which you said were 
affected by the dropoff of business conditions because of the steel 
strike—in lumber and wood products you made 28 loans during the 
last half of 1959. In the first half you made 73. In the first half of 
1958 you made 64. 

For everything generally, you made 365 loans in the last half of 
1959. In the first half you made 743, In the last half of 1958 you 
made 774. In all of these cases, the loans dropped by one-half from 
the first half of 1959 to the second half of 1959, and also by one half 
from the last half of 1958 to the last half of 1959. And in the case of 
fabricated metal, it dropped all the way from 83 to 13. 

Senator Humpurey. Do you attribute that all to the steel strike? 

Mr. McCatium. No, I don’t know that I could. I think what it 
means is, we received less applications in those categories. 

Senator Humrrrey. Now, let’s take a good look at that application. 
Before we do that, what. are the number of loans in these industries, 
these areas of economic activity, let’s say, from January 1, 1960 up to 
March or April or May, whatever figures you have? 

Has there been a substantial increase in the number? 

Mr. McCatium. I am sorry, I didn’t get that. 

Senator Humpurey. I said, what: has been the number of loans in 

neral industry in what they call the—you have the categories broken 

wn here, fabricated metal products, for example, or lumber and 
wood products, furniture and fixtures—these were just items that you 
lst on your business loans as approved to manufacturers by industry. 

Do you have any general idea? 

Have they picked up substantially ? 

Mr. Buck. In those particular fields, sir, I have no knowledge. 

Senator Humpnrery. Where would we get that information ? 
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Mr. Buck. We can supply it from our records, but we make no 
attempt to try to limit credit to any particular field or any type of 
business. 

Senator Humpurey. I am not saying that. I am just interested 
as to whether or not those areas are attempting to get money. 

Mr. Buck. I can’t tell you from my present knowledge. I don’t 
know. 

Senator Humpurey. What is the credit situation relating to those 
areas 

When the home builders come to see me from my State, they say, 
“Money is very tight for my kind of activity”. 

If a man, for example, wants to build a big motel—one came to 
see me 2 days ago, and he said it was almost impossible to get money, 
This is a rich man, a very successful businessman, one of the biggest 
in our community. He doesn’t need much money in terms of what 
he is after, $4 million. But he is having a very difficult time. 

I just wondered—of course, this is beyond the Small Business Ad- 
ministration, do not misunderstand me—but if a man who has one 
of the best business credit ratings in the community cannot get a big 
loan like that on a piece of real property, some smal] businessman 
may not be quite as good a credit risk. And I just wondered, about 
the number of loans that you are making in this industry field—how 
many applications do you have that you are not able to satisfy? Do 
you have any indication of that ? 

Mr. McCatitum. We would have to analyze our records, Senator, 
for that information. I don’t have it available here this morning.’ 

Senator Humpurey. How many applications did you have in the 
period from June 1 to December 30, 1959? 

Mr. Hanna. In total, sir, or for the manufacturers ? 

Senator Humpurey. All of them. And that should include those 
that are hanging over from the preceding months. 

How many applications do you have on file, new and carryover! 

Mr. Hanna. 4, 819. 

Senator Humpurey. 4,819. 

Are those all applications now or the new applications during that 

eriod ? 
: Mr. Hanna. There were 4,002 new applications filed during that 
period, and carryover of 817. 

Senator Humpnrey. What is the number of applications filed in 
the 6-month period before ? 

Mr. Hanna. I am sorry, I do not have the 6-month period. 
weet HuMPpurey. What is the number of applications the year 

ore? 

Mr. Hanna. The fiscal year 1959, 10,219 applications. 

Senator Humpurey. For a full year you have 10,000? 

Mr. Hanna. Yes, sir. 

Senator Humpurey. That is about 5,000 for a half year. And in 
this period of July to December 1959, you had 4,000? 

Mr. Hanna. Yes, sir. 


* This information is not immediately available. The text of this record does not indi | 
cate that it is required since the number of applications is further explained in the course 
of the testimony. [Footnote supplied by Mr. McCallum.] 
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Senator Hlumpurey. And yet you had a drop of 50 percent in the 
number of loans being made as from the preceding 6 months, and a 
bigger drop than that from the preceding year ? 

Mr. Buck. Generally, the last half of the fiscal year shows less ap- 
plications than the first half. 

Senator Humpurey. It shows less applications? 

Mr. Buck. The last half of the fiscal year shows more applications, 
but the last half of the calendar year shows less applications than the 
first half, because many firms plan their expansion in the spring of 
the year. 

Senator Humrurey. This is the first half of the fiscal year, July 
to December ? 

Mr. Buck. Yes, sir. The last half of the calendar year, however. 

Senator Humpurey. So there were fewer applications during that 
time 

Mr. Buck. Normally that is what our records reflect. 

Senator Humprurey. So the situation is even more so than I ex- 
pected. So if you have fewer applications the first half of the year, 
as compared—in other words, you had 4,000 applications; is that 
right, approximately ? 

Mr. Hanna. Yes. 

Senator Humrurey. In round numbers? 

Mr. Hanna. Correct, sir. 

Senator Humpurey. And for the preceding full year the only 
figure you have is 10,000? : 

Mr. Hanna. That is right. 

Senator Humpiurey. And if you have fewer applications the first 
half than you have in the last half, it is fair to say that you have about 
a 50-percent drop? 

Mr. Buck. No, sir. You have misconstrued them, I believe, sir, 
because the figures that he gave you were for the first half of the fiscal 
year, not the first half of the calendar year. So these reflect a normal 
drop in activity in the first half of the fiscal year over the activity 

Senator Humpurey. You don’t have any way to compare that, you 
have only got the first half of the fiscal year 1960. | 

Mr. Sruurs. According to the 13th Semiannual Report of the Small 
Business Administration, January to June 1958, the figure is 4,700. 

Senator Humpurey. January to June 

Mr. Sruurs. J am just rounding it off. It is 4,698—— 

Senator Humpurery. That is 4,700. 

Mr. Sruurs. July to December 1958, contrary to what Mr. Buck 
said, at least in 1958, the second half of the calendar year, applica- 
tions were up to 4,981; the first half of calendar year 1959, January 
to June 1959, 5,232; the second half, calendar 1959, 4,002. 

Senator Humpurey. So let’s take the comparable period—if you 
take the comparable periods, the first half of fiscal 1959, July to De- 
cember 1958, there were 4,981, and from July to December 1959, 4,002. 
The number of loans approved from July to December 1958 was 
2,628, out of 4,981; from July to December in 1959, 1,579 out of 4,002. 
The amount was $119,700,000 from July to December 1958, $69 million 
from July to December 1959. | 
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I think the facts are quite clear, and they indicate that there was 
a drop in the number of approvals related to the number of applica- 
tions, and a drop in the amount of funds loaned in reference to the 
number of applications over a comparable period. 

Mr. Sruurs. And a drop in the percentage of applications ap. 
proved, the cumulative average since 1953 when the agency started 
making loans is 54 percent from July to December 1959, and 44 per. 
cent, a drop of 10 percentage points. 

Senator Humpnurey. That is the number of approvals related to 
the number of applications? 

Mr. Srutts. Yes, sir. 

Mr. Buck. We have a chart here, Senator, that shows the number 
of applications received by fiscal years for the last 3 years, which 
indicates that what I said was true with respect to our activities gen- 
erally, and showing that it is generally higher in this part of the year 
than it is in the other part, which we can supply for the record if 
you would like to have it. 

Senator Humpurey. Yes; that will be helpful. It will be made 
part of the record at this point. 

(Chart referred to follows :) 
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Senator Humpnrey. This was such a substantial drop, to be honest 
with you, that it caught my eye. And now I feel that there are some 
other factors that caught my eye: (1) The percentage of loans ap- 
proved related to the number of loan applications has dropped in the 
first half of fiscal 1960 as compared to the average of the other fis- 
‘al years. And the amounts of money involved related to the number 
of loan applications—of course, that within itself is not a very firm 
standard, because you cannot tell what people are going to ask for 
in terms of money, you cannot predict that; the only thing you can 
work on is the number of applications. And even that, I recog- 
nize, gentlemen, is not a firm yardstick, a reliable one, because you 
may get a poorer grade of applications. I understand that. 

Mr. McCaticm. That is true. 

Senator Humpnrey. Of course, you may also have a little tougher 
attitude; in other words, you may very well indicate, as is not un- 
common these days—in the Farmers Home Administration, for exam- 
ple—*Go to your private bank.” 

We had a bill* here in the Senate Committee on Agriculture the 
other day that revised the Farmers Home Administration credit bill. 
We were told that there was no substantive change made, and that 
was more or less a regrouping or recodification. And we find after 
looking at it carefully the other day that it says that you first ex- 
haust every possibility of credit in the private banking facilities at 
the prev ailing rate of interest in the community—that means 8 per- 
cent in some pl: ices. And yet we were told that we were just asking 
for about a 6-percent Government rate. 

You know, if a Government agency that is supposed to be mak- 
ing money available just brushes ev erybody off over to the private 
banking fraternity at a time when the private banking groups can 
buy Government bonds risk free at about 4 percent interest for 180- 
day notes, it would have to be a rather peculiar banker that would 
choose a rather dubious loan in private enterprise rather than a sure 
cinch on a Government note, and if you keep pushing loans over, 
then the rate goes up, they extract more interest. That is the 
market. 

To complete this part of the discussion here in reference to the 
number of applications and the amount of the loans and the rela- 
tionship between the first half of fiscal year 1960 and the first half 
of fiscal year 1958, or to other averages which have been indicated, 
there was testimony made before the Senate Committee on Appropria- 
tions relating to 1960 program needs, and that testimony was on the 
date of May 7. So it was May 7, 1959, and that would be in the 
last half of fiscal 1959. 

We have the page here of the hearings before the Subcommittee 


on Appropriations of the U.S. Senate, 86th Congress, 1st session, | 


“Department of Commerce and Related Agencies Appropriations, 
1960.” > 


4S. 2144, 86th Cong., 1st sess., Consolidated Farmers Home Administration Act of 1959. 
5“Department of Commerce and Related Agencies Appropriavions, 1960,” hearings before 
the subcommittee of the Committee on Appropriations, U.S. Senate (86th Cong., 1st sesg.), 
on H.R. 7349, making appropriations for the Department of Commerce and related agenclet | 
for the fiscal year ending June 30, 1960, and for other purposes, May 7, 1959, p. 643. 
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Mr. Barnes, I believe, was testifying for the Small Business Ad- 
ministration, and it says as follows: 
With respect to the financial assistance program under the Small Business 


Act, the fundamental requirements are based on the average of 1,100 business 
loan applications per month— 


And that is a little over 13,000 a year. Continuing the quote— 


a withdrawal factor of 10 percent or 110 applications, and the approval of 58 
percent of the net of 990 per month— 

In other words, the adjusted figure that you related a moment ago. 
Continuing the quote— 


at the average size of $39,000 each for the SBA share. With respect to dis- 
aster loan, it is not possible to estimate the requirements. Therefore, for pur- 
poses of the budgetary estimate an amount of $14 million has been used, in 
line with recent years’ experience. 

For the investment and development company assistance program, only limited 
experience is available to serve as a guide for projecting estimates of program 
activity. The estimated commitments are based on the debenture purchases 
from 100 investment companies ; 180 loans to such companies pursuant to section 
303 of the act; 20 loans to the State development companies pursuant to section 
501; and 150 loans to State and local development companies under section 502 
(p. 643). 

And then the amount of the appropriations requested was $200 
million. There was some carryover, apparently, for your purposes 
during that year. 

Now, on May 19, 195% 
as I recall ? 

Mr. McCatium. July, I believe; I don’t recall the exact date. 

Senator Humpurey. June or July. All the prognostications of 
the SBA indicated at that time that there would be rather heavy de- 
mand, or at least a continuing demand, for small business credit. 

Would you draw that deduction ? 

Mr. McCatium. Yes; 1 would. 

Senator Humpurey. And the falloff came in the first half of the 
fiscal year period according to the records we have here. 

Mr. Buck. No, sir; it did not. 

The falloff in inquiries received occurred in the last half of fiscal 
1959. We had 12,725 inquiries in February of 1959, and it dropped 
off to 9,737 in June, which was the last month of the first half of the 
fiscal year. 

Senator Humpurey. So the steel strike really was not a factor in 
this ? 

Mr. Buck. I believe Mr. McCallum’s testimony at the earlier hear- 
ing was that we were reflecting on possible causes for our continued 
dropoff in loan activity, and we thought that the steel strike might 
have been one of those causes. We were not saying that that was the 
cause of the dropoff, original dropoff in our activ ity. 

Mr. McCauium. No; we were not. We were looking at this matter 
in retrospect, Senator, and trying to find reasons as to why this situa- 
tion did come about. Up to this point, and every year through March 
of 1959, our loan activity had increased every year. And at this point 
it was felt, I feel certain, on the projections: which we had made in 
connection with our appropriation request, that in all probability, 
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Now, my testimony before the Appropriations Committee was in 
retrospect as to why this did not materialize. 

Senator Humrurey. I was merely trying to get the record clear; | 
am not trying to be argumentative about this. 

I understood a moment ago that when we were discussing why there 
was the sudden drop of loan applications, and more significantly, the 
drop of loan approvals, that there was some discussion here to the 
rather adverse effect of the steel strike upon industry, and that many 
of the larger industries had cash in hand because they were liquidating 
their inventory , and that even some of the smaller ones, but to a lesser 
degree, had cash available. Therefore, there was not the demand for 
loan applications—not the demand for credit wpon the SBA facil- 
ities. Now, that was my understanding of the testimony. 

Mr. Buck. We felt, sir, that the steel strike with the uncertainties 
and the uncertain economic outlook had a pervasive effect throughout 
the whole economy, and that many long-term borrowers possibly were 
not coming to us because they simply were not planning until they 
knew what was going to result. 

Senator Humeurey. I would not dispute that. I am sure that was 
a very significant factor. But there was no steel strike in June of 1959, 
and yet you said there was a substantial dropoif of loan applications 
at that time. 

Mr. Buck. There normally is, sir, in the summertime. 

Senator Humerurey. Well, how about May, is there normally a 
dropoff then, too ? 

Mr. Buck. We can submit other charts here.** 

Senator Humeurey. You were showing me—just a moment ago you 
were reading the difference between February and June; it was your 
testimony, not mine. Now, you just read to me what you said before, 
and let’s listen to it. 

Mr. Buck. I am not sure I can remember what you are referring to, 
Perhaps the reporter can read it. 

Senator Humpurey. How many loan applications did you say were 
in February ? 

Mr. Buck. I was referring to inquiries. 

Senator Humpurey. All right; that is a good indication. 

Mr. Buck. In February we had 12,723 inquiries. 

Senator Humpurey. How many in June! 

Mr. Buck. 9,737 

Senator cern Is that normal, or abnormal ? 

Mr. Buck. They drop ordinarily, but we believe they dropped more 
than normally at that time. 

Mr. Sruurs. How about the applications for each of those months! 

Mr. Bucs. Applications in February—we had 845 applications in 
February ; we had 1,083 in March. In April it dropped to 896, and in 
May to 754. It increased slightly in June to 902; it dropped again in 
July to 681. 

Mr. Sruurs. So June actually, as far as applications go, was the see- 
ond highest month you ever had 

Mr. Buck. Yes, sir; but there is normally approximately a month's 
delay between inquiries and applications. So that a peak in inquiries 
normally presages a peak in applications the following month. 





5a See exhibits VIII and IX, beginning p. 135. 
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Mr. Sruurs. The 1,083 in F ebruary, was there a peak in inquiries 

Mr. Bucx. Yes. We had 1 083 loan applications in March, which 
was the highest, for the year. 

Mr. Sruurs. ‘And that was 1 month following the inquiry peak? 

Mr. Buck. Yes, sir. 

What I was attempting to point out was simply that the dropoff 
jn our inquiries and in our apple: ations occurred before the steel strike. 

Senator Humpnrey. In examining the testimony that we were re- 
ferring to a moment ago on the fiscal 1960 appropriations, on page 
629 the SBA testimony reads: 

The estimate for 1960 of 13,200 applications and 7,128 approvals are, in our 
opinion, conservative, in view of normal growth and the following five factors: 
(1) The extremely favorable loan rate of the Small Business Administration 
as enacted in the Small Business Act of 1958, 5% percent lowered from the 
previous 6-percent maximum rate. 

You see, this is what bothered me a moment ago. I know that bank 
rates were high, and so do you, in the early part of fiscal 1959. And 
I just do not quite understand why a businessman would be looking 
to a private bank to pay higher rates of interest, because that is 
nothing but an additional cost of operation, if he could come to you 
and get a reasonably—get a loan at a slightly less rate. 

Mr. Buck. In the first place, of course, he has to be declined by 
his bank before he is eligible for us to consider his application. 

Senator Humenrey. Now we are getting down to it. 

Declined on what basis? 

That is what we had in the Farmers Home Administration the other 
day. 

Mr. Buck. The loan that he requests from us must be declined by 
his bank. In other words, he should not ask for a $1,000 1-year loan 
from his bank and then come to us and ask for a $10, 000 10- -year loan. 

Senator Humpnrey. Let’s talk about interest; that is what counts 
on loans. Anybody can make an application for loans; it is what you 
pay for it. Let’s say a bank declined to loan a man money at 6 per- 
cent. What do you do? 

Mr. Buck. If he came to us and asked for a loan at 5% percent 
which the bank would make for him at 6 percent for the same terms 
to fulfill the same purposes, we would decline the application. 

Senator Humenrey. You would? 

Mr. Buck. Yes, sir. 

Senator Humrurey. What if the bank wants 6% percent? 

Mr. Buck. We would still decline it, if that 6% percent were the 
prevailing rate, so near as we could determine it, being paid by others 
in like circumstances in the community. 

Senator Humpurey. What if the prevailing rate were 7/2 percent ? 

Mr. Buck. Now, we are getting to— 

Senator Humpurey. This was in another bill that we had just 
handled the day before yesterday up in the Agriculture Committee. 
The Farmers Home Administration does about. as big a business as 
you have. 

Mr. Buck. We would have to consider the circumstances in each 
application to determine, under such circumstances, whether, in our 
opinion, the loan requested of us was not available to this applicant 
on reasonable terms from private sources. 
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Senator Humpurey. What do you mean by “reasonable terms” ? 

Mr. Buck. That is a question of fact to be determined in each 
instance. 

Senator Humrurery. Exactly who determines it? Who is the 
judge / 

Mr. Buck. Well, sir, in most instances the judge will be the regional 
director at whose level the application is processed. 

Senator Humpnrey. What standards does he use to ascertain 
reasonable rates ? 

Mr. Buck. The prevailing rate for term credit in the area as he 
understands it. 

Senator Humpurey. In other words, you mean to tell me that you 
let the private banks determine what is a reasonable standard when 
you have a statute here that says you can loan at 514 percent? 

Let’s assume that the prevailing rates of every banking institution 
in the country are 8 percent. This h: appens, you know, if you are in 
agricultural loans you will get up to that. You are not in it, but if 
you were, would you then just stand back and say, “These nice people 
have a prevailing rate at 8 percent. I am sorry, there is no 51% per- 
cent money for you”? 

Would that seem to be reasonable to al] the unreasonable people 
that were setting the reasonable rates ? 

Mr. Buck. Is that a question you want me to answer, sir? 

Senator Humenrey. Yes. 

Mr. Buck. I don’t understand the question. 

Senator Humpnrey. The question is very simple. 

My first question is: Who established the standards for what is a 
reasonable rate? And you said that the standard was established by 
what was the prevailing rate in the community; is that right? 

Mr. Buck. I believe that is correct. 

Senator Humrnrey. Who establishes the prevailing rate in the 
community ? 

Mr. Buck. I understand the money market does. 

Senator Humeurey. Wait a minute. 

The money market—but there are some people in that, too, are 
there not ? 

Mr. Buck. I am sure that all these things operate through in- 
dividuals. 

Senator Humpurey. Now, are you going to tel] me that as a Gov- 
ernment agency you let a private group establish what is the stand- 
ard for what is reasonable, a yardstick that you are to use as a Gov- 
ernment agency to determine whether or not ‘somebody is eligible for 
a loan? 

Mr. Buck. Well, sir, would you tell us what other standards we 
should use ? 

Senator Humpurey. Yes, sir; I sure would. I could write it right 
into the law. I would say that if their interest was not within 
one-half of 1 percent, that they were unreasonable. 

Mr. Buck. I am sure that if this were in the law, we would do our 
best to follow it, but at the present time it is not in the law.® 


* Public Law 85-536, 85th Con., to amend the Small Business Act of 1953, as amended, 


approved July 18, 1958. 
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Senator Humrurey. It is what I would like to see in the law, but 
I don’t have my way. But we did reduce it back from 6 to 514 per- 
cent, did we not ? 

Mr. Buck. Yes. 

Senator Humpurey. Why ¢ 

Mr. Buck. I don’t know. 

Senator Humpurey. Why did you think when you read the legis- 
lative history ¢ 

Mr. Buck. It was a compromise, apparently, between the rate of 
6 percent contained in the bill which was passed by one House and 
the 5-percent rate in the bill which passed the other House. 

Senator Humpurey. And the reason for it was that that was con- 
sidered to be a reasonable rate; is that right ? 

Mr. Buck. I don’t know, sir. 

Senator Humpurey. Did you read the legislative history ¢ 

Mr. Buck. No; I did not. 

Senator Humpurey. You ought to, you are administering an act- 
What do you think Congress intended ¢ 

Mr. McCativum. I don’t think, Senator, that this necessarily fol- 
lows, that this is considered to be a reasonable rate. This was a 
rate—I am not arguing that it isn’t a reasonable rate—but that that 
that was a rate, which it was felt by the Congress, that small busi- 
ness concerns should pay for term loans available on a direct basis 
from the Government. 

Senator Humenurey. Yes. 

Mr. McCaium. By law, it is in the law, it is perfectly clear from 
the legislative history that we are not to compete with the private 
banks. 

Senator Humpurey. I understand that. 

Mr. McCatitum. And we will make loans when credit is not avail- 
able on reasonable terms. 

Senator Humpnrey. Who establishes “reasonable.” I am a grown- 
“* man, too. I want to know what the standards are for “reason- 
able” ¢ 

Are you agreed with Mr. Buck’s definition of who establishes the 
standard of reasonable and what the standard is ¢ 

Mr. McCatuium. The only thing I can say, Senator—and I under- 
stand this has been done in the past as well as presently—is that we 
look at the rate of interest proposed to be charged on this type of loan 
through commercial banks, 

Senator Humpurey. Yes, sir. 

Mr. McCatium. In the area of New York or St. Louis or Minne- 
apolis, there generally is a term loan rate. 

Senator Humpnrey. Who establishes that ? 

Mr. McCativum. I think the money markets take care of it. The 
demand for credit sets the rate, and there are many private commercial 
institutions that provide different types of credit and different rates 
are set. 

Senator Humpnrey. I understand that. 

Mr. McCatium. And as far as a reasonable rate is concerned, we 
examine each application depending upon the particular area from 
which it comes to determine whether it is a reasonable rate, in our 


judgment. 
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Senator Humpnrey. My point is—maybe I am not getting to it, but 
I will get to it sharply and quickly—my point is that if you are re- 
jecting loans when a man comes in and says to a private banker that 
he wants to borrow money and the banker says it 1s 7 percent and the 
fellow says: 

“IT can’t make it”—he can’t make it. I know something about run- 
ning a business. If we have to borrow money at 7 percent, we can’t 
make it. 

And so the fellow says, “It is just out of the question. I can make it 
at 6, but 7, I can’t.” 

Then he comes over to see you because he could not make it at the 
private bank. You look at him and say: 

“Well, I can’t accept your application, sir, because the reasonable 
rate in this community is 7 percent”; isn’t that a fact ? 

Mr. Buck. No, sir. 

Senator Humpnurey. And if that is the fact—— 

Mr. Buck. No, sir. 

Senator Humpurey. Could this happen ? 

Mr. Buck. I am not sure it could because I do not believe the differ- 
ence between a 7-percent rate and a 6-percent rate or a 514-percent rate 
is ordinarily the difference between staying in business successfully. 

Senator Humpnrey. You do not. 

Mr. Buck. No, sir. 

Senator Humpnrey. You sure do not know much about it, then, if 
you will pardon me for saying so, with all due respect. 

Mr. Buck. Thank you. 

Senator Humpurey. Because a 1-percent rate is a great deal of 
difference. . 

Mr. Buck. I want to correct one other thing, sir. I did not intend 
to leave the impression that we let anyone else determine for us what 
we thought was a reasonable rate in a particular instance. 

We make this determination ourselves, but we must, of course, in 
determining what is reasonable, have reference to what the prevailing 
rates are in the community for the type of borrower who comes to us. 

Senator Humpurey. But is it not your job with SBA that if some 
people determine what they think is a reasonable prevailing rate, and 
you think it is unreasonable, to have a yardstick to see to it that 
people are given some credit. 

Mr. Buck. Yes, sir, and we do. 

Senator Humpurey. We do not permit private utilities to establish 
what we think is a reasonable rate. 

We have Government agencies that do that and we did that fora 
reason. 

Mr. Buck. I agree with you. 

Senator Humpnurey. Because there was a period of time that what 
they thought was reasonable was an unresonable exploitation. Thank 
goodness, that is not the case now in a very responsible area of Ameri- 
can industry. 

What I am getting at—and I am very frank about it—if there isa 
loan agency on the part of the Government, it has a responsibility to 
do something else besides going around saying “Yes” to the private 
banking institutions. It should not be that they try to drive them out 
of business. I am not for that. I do not want to see the Government 
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take over all the private credit business, but I do want to see the Gov- 
ernment at least peek around the corner to see to it that the rates are 
not. exorbitant. 

The reason for that 514-percent rate is to keep rates for small busi- 
ness at a reasonable rate. It seems to me that this is all a matter of 
subjective judgment on the part of the SBA. 

The Small Business Administration finally stands in judgment as to 
what is reasonable and what is not reasonable, as determined by some- 
one else who thought they were establishing a reasonable rate. 

Mr. McCatium. No. 

Senator Humpnurey. The so-called prevailing rate? 

Mr. McCatium. No; we would not accept their judgment neces- 
sarily, but this is one of the factors we would consider. 

Senator Humpnrry. I said just that. I said you are in the position 
of making a subjective judgment, not an objective judgment, but a 
subjective judgment. ; 

Mr. McCatium. You can understand, Senator, that when you start 
talking about what is a reasonable rate, this is a pretty difficult admin- 
istrative decision. 

Senator Humpurey. It depends upon whether you are the lender or 
the borrower. 

Mr. McCartium. But it is a difficult administrative decision. 

Senator Humrnrery. Yes, sir; and if you make the wrong adminis- 
trative decision, you slow down the number of applications and slow 
down the number of loans. 

What I am getting at is, it is within your power to do just that. 

Mr. McCatuium. I do not believe, Senator, this, frankly, is a mate- 
rial factor in our loan applications. I do not believe it is. 

Mr. Fotry. Let me just recall the statement of Mr. Barnes before 
the Appropriations Committee. 

Mr. Buck said the difference between 714 or 6 percent and 514 did 
not make much difference, 

‘Mr. Buck. I did not say it did not make much difference. 

Senator Humpurey. You said worse than that. You said you 
thought it was not a major factor. 

Mr. Buck. No, sir; I said it was not a material factor. 

Senator Humpnrey. It was not a material factor? 

Mr. Buck. Yes, sir. 

Mr. Forry. Let me just read the testimony here, in advocating an 
increased appropriation : 


During the past few years, however, private interest rates have been moving 
upward and the favorable 5%-percent rate fixed by Congress undoubtedly en- 
courages many sound, small business borrowers to apply to the Small Business 
Administration." 


And another reason: 


The Federal Government has made various moves to tighten private credit 
in order to combat inflation. During March and again in May there were in- 
creases in the rediscount rate by the Federal Reserve Board and, in the past 
such raises have been followed by higher Small Business Administration ac- 
tivities. (P. 629.) 


Mr. McCattum. Who made that statement? 





cee rement of Commerce and Related Agencies, Appropriations, 1960, hearings, May 7, 
, p. 629. 
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Mr. Fotzy. Mr. Barnes before the Senate Appropriations Commit- 
tee, May 7, 1959— 

Let me cite these other reasons for an increased appropriation: 

The Nation is in a period of vigorous recovery from the recent recession. 
Small business is sharing in the recovery and many new small businesses are 
being formed as reflected by the record rate of new business incorporations, 
This, too, is increasing the demand on SBA for small business credit. (P. 629.) 

All this was just 2 months before the beginning of fiscal 1960, when 
we noticed the dropoff. Continuing the quotation from page 629: 

4. The acceleration in private bank credit which started during 1955 has 
been in progress now for several years. Portfolios of private banks are now 
filled on certain types of loans and most particularly— 
and if you will recall, Mr. McCallum, your earlier testimony that 
more banks were making term loans— 
most particularly on term loans which are normally a small fraction of the 
total loans of a commercial bank if they are made at all. Small businesses 


which have the lowest priority on term loans are being turned away by banks 
and come to the Small Business Administration for credit needs. 


Here is the fifth reason: 


There is an increased consciousness and awareness in the business commu- 
nity and among bankers of the Small Business Administration and its loan 
facilities. The widespread interest in publicity surrounding the Small Busi- 
ness Investment Act has indirectly contributed to an enlarged loan activity by 
advertising our existence. 

Do you accept that ? 

Mr. McCauicm. The latter statement ? 

Mr. Fouery. Yes. 

Mr. McCatium. Yes. I think that Mr. Barnes was perfectly sin- 
cere and honest in his judgment of the situation as he saw it at that 
time. I do not think there is any question about that. He is here, 
You can ask him. 

Senator Humpurey. I would like to discuss with you a confidential 
memorandum that was issued by the Small Business Administration 
under date of August 3, 1959, the period of the substantial dropoff 
in small] business loans.*® 

Mr. Buck. Sir, as I pointed out before, that dropoff had taken 
place long before August 2. 

Senator Humpurey. Now, my good friend, you cannot have both 
sides of the street. The facts of the matter are that from July 
through December 1959, the number of small business loans approved 
was 1,579, and the total amount of $69.5 million, at a rate of 44 per- 
cent on loan applications as to loan grants or loans approved. And 
the comparable period in 1958 was 2,628 loans approved out of 4,981, 
which would be about 55.1 percent approval, and $119,700,000. 

The approval rate dropped from 5.1 to 44. 

Mr. Buck. Well, sir, you are using figures for one 6-month period 
to contrast with another 6-month period ¢ 

Senator Humpnurey. About the most fair I can do. 

Mr. Buck. No, sir; it is not. 

Senator Humpurey. Would you make a suggestion ? 

Mr. Bucx. You are stating that the August 2 date coincided with 
the dropoff, which is not the fact. 


8 See exhibit VII, p. 121. 


et OO eee 


©? 





Lit- 


ion. 
are 
ons, 
29. ) 


hen 


has 
how 


sin- 
that 
here. 


ntial 
ution 
»poff 
aken 
both 


July 
‘oved 


And 


1.981, 


eriod 


with 


SMALL BUSINESS ADMINISTRATION—1960 109 


Senator Humrurey. I do not say that. I am simply saying that I 
am going to discuss with you a memorandum that was issued on 
August 3, that I believe has some relevancy to the dropoff in the num- 
ber of loan applications and loan approvals. 

Mr. Buck. Which occurred before that time ? 

Senator Humrpurey. Which occurred after, too. 

August is 1 month after July, and there are 4 months after August, 
before the first half of the fiscal year. 

Mr. Buck. Yes, sir; that is right. 

Senator Humpurey. Yes. 

And if you have any figures month by month as to the number of 
loans in August, September, October, November, and December of 
1959, we would be more than happy to receive them. 

Mr. Buck. We do. 

Senator Humpurey. Good. Why do you not read them into the 
record ¢ 

Mr. Buck. Would you read them, please ? 

Senator Humrurey. Now, we do not want to consider these in a 
vacuum. 

Remember, this is in the period in which the number of loans ap- 
proved was 44 percent of the number of applications received and 
represents a sharp dropoff from the first 6 months of 1959, and a 
very sharp dropoff from the comparable period of 1958. 

That is the last 6 months of calendar 1958. 

Would you like to proceed and tell us the number of applications 
and approvals, let’s say, for the months of August, September, Octo- 
ber, November, and December ? 

Mr. Purnam. Mr. Chairman, may I suggest it might be helpful, 
also, to have the number of inquiries. 

Senator Humpnrey. Yes, sir, the number of inquiries, applications, 
and approvals; yes, sir. 

Proceed. 

Mr. Buck. Before he reads these figures I would like to state that 
we are aware of the fact that in the period January through June of 
1959, the ratio of loans approved to loans applied for was higher than 
it was in the next succeeding 6-month period. 

Senator Humpenrey. What is the difference ? 

Mr. Buck. I believe that the month-by-month record will show that 
commencing with the low point in August of 1959, when loan ap- 
provals reached a rate of approximately 40 percent—and bear in mind 
that the applications which were approved in August were generally 
filed in July and resulted from inquiries in the previous month—that 
you will find that month by month, with the exception of May of 1960, 
the percentage of approvals has increased slightly. 

Senator Humpurey. Slightly ? 

Mr. Buck. Every month. 

Senator Humrnrey. Did it ever get up to the 55 percent? 

Mr. Srutts. Senator Humphrey, the actual figure, 55.1, is cumu- 
lative from 1953 through June 30, 1959. 

Senator Humpnrey. Yes, sir. 

Mr. Sruurs. For the period January to June, 1959, it was 56.8: 
percent. 

Senator Humpnrey. That is even a little more so. 
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Mr. Buck. Yes, sir; there was a marked drop. 

Mr. McCatium. Let me just say, Senator, that we do not have any 
fixed figure that we aim for on approval. 

Senator Humpurey. I understand that. 

Mr. McCatitum. We have to take them as they come, examine the 
credit as they come, and we do not look for 56 percent or 65 percent. 

We try to apply the same credit standards to these applications right 
on through; and we do not aim for a goal. 

Senator Humpurey. I[ can appreciate that. 

The SBA did, however, testify that they expected about a 58-percent 
approval on the basis of their history, 2 months before the sudden 
drop. 

All right, let’s hear the figures on the basis of the inquiries, loans 
requested, loans approved. 

Mr. Hanna. May I comment before I read the figures, Senator ? 

Senator Humpurey. Would you give us your name, please, sir. 

Mr. Hanna. Keith Hanna. 

Mr. McCauium. He is our comptroller. | 

Senator Humeurey. Thank you, Mr. Hanna. 


TESTIMONY OF KEITH L. HANNA, DIRECTOR, OFFICE OF THE é 
COMPTROLLER, SMALL BUSINESS ADMINISTRATION 


Mr. Hanna. With respect to the figure which I will read, the loans 
approved do not relate directly to the applications filed during that 
month. 

Senator Humpurey. I understand that. 

Mr. Hanna. So these figures would not. be in direct proportion. 

Senator Humpurey. There is a lag of time, I am sure. 

Mr. Hanna, Yes, sir, taking into consideration the carryover each 
month. 

But with that commentary, the inquiries received in July 1959 were 
8,028. The applications filed were 681. Loans approved in that 
month were 216. 

In August, inquiries received, 9,100. 

Senator Humpnrey. 9,000? 

Mr. Hanna. Yes, sir; these are inquiries. 

Senator Humpurey. You had 8,028. 

Mr. Hanna. I beg your pardon, that was 8,028 inquiries in July. 

Senator Humenrey. Thank you, sir. 

And the number of inquiries was 9,000, sir ? 

Mr. Hanna. 9,100. 

Senator Humpnurey. Thank you. 

Mr. Hanna. The applications received were 682. Loans approved, 
238. 

September, inquiries, 8,855; applications received, 747; loans 
approved, 316. 

October, inquiries, 7,637 ; applications received, 637 ; loans approved, 
287. 

November, inquiries received, 8,627; applications received, 601; 
loans approved 257. 

December, inquiries received, 6,716; applications received, 654; | 
loans approved, 265. | 
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Senator Humpnurey. Could you give us any idea, sir, as to the 
number of comparable figures, let’s say, in the year before on that ? 

Mr. Hanna. Yes. 

Senator Humpurey. I imagine that would be only fair. You could 
not take the other 6 months. 

Mr. Hanna. In 1958 

Senator Humpurey. All right. 

Mr. Hanna. I do not have the loans approved by months. 

Senator Humpurey. You do not? 

Mr. Hanna. I have inquiries and applications received. I could 
give you the total number. I can give you inquiries received and 
applications received, Senator, if that will be satisfactory. 

Senator Humrnrey. All right, you do not have the number of 
approved, though ? 

Mr. Hanna. Not by months. I do not have it with me, sir. 

Senator Humpnrey. Let us see what we can do with this. 

Mr. Buck. Would you be interested, Senator in this graph showing 
the ratio of approvals to total applications acted on? 

Senator Humrpurey. Yes, sir. Thank you,sir. We will make that 
a part of the record. It will be properly identified as the graph 
entitled “Ratio of Approvals to Total Applications Acted on— 
Business Loans.” 

(The graph referred to follows :) 
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Mr. Hanna. I beg your pardon. I do have the number of loans 
approv ed also. 

Senator Humrurey. Thank you, Mr. Hanna. 

Mr. Hanna. This is in July 1958. 

Senator Humenrey. All right. 

Mr. Hanna. Inquiries received, 8,789; applications received, 840; 
loans meee? ed, 319. 

In August, inquiries received, 10,677; applications received, 918; 
loans approved, 586. 

September, a received, 12,316; applications received, 893; 
loans approved, 395, 

October, Inquiries received, 10,731; applications received, 929; loans 
approved, 533. 

November, inquiries received, 11,268; applications received, 841; 
loans approved, 357. 

December, inquiries received, 9,054; applications received, 560; loans 
approved, 438. 

Senator Humpurey. Just at a quick glance, Mr. Hanna, in the 
months from January up through June in 1959, is the average of the 
number of applications received larger than the average of applica- 
tions received in the last 6 months of the calendar year ¢ 

Mr. Hanna. Yes, sir. I can check this for you, if you would like, to 
give you the exact figures. 

Senator Humpnrry. Is that a pattern 2 

Mr. Hanna. That is a normal seasonal pattern. 

Senator Humpnrey. Normal seasonal pattern / 

Mr. Hanna. That has been general. 

Senator Humenrey. I thank you very much for your cooperation on 
this. 

Now, I referred to a memorandum. It is dated August 3, 1959, 
subject, RDCL-59-1.° 

I gather that those initials mean regional director; is that correct ? 

Mr. McCatuum. Yes. 

Senator Humrnrey. What does the “CL” stand for? 

Mr. McCatuium. Confidential letter. 

Senator Humrurey. This letter or memorandum involved 6 points: 
(1) To moderate demands for credit from the Government, and (2) 
to avoid taking drastic steps, such as announcing changes in policy 
or other dramatic action. 

Now I quote from the memorandum: 

* * * We should phase off any activity that tends to attract applicants or en- 
courage program expansion. I would include in this the avoidance, where possi- 
ble, of speeches before groups which are seeking information on the business loan 
program and calls on banks which might encourage referrals of borrowers. * * * 
Give more attention to finding out what loans local banks and insurance com- 
panies in your areas will take in order that we can make referrals to them. 

I have a good deal more that I will want to quote as we go along 
here. 

Are you familiar with this memorandum ¢ 

Mr. McCaruum. Yes. I did not write it, but I know of it. 


*See exhibit VII, p. 121. 
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Senator Humpurey. Is there anything in the law that says that you 
should phase off any activity that tends to attract applicants and en- 
courage program expansion ? 

Is there anything in the law that says: 


Give more attention to finding out what loans local banks and insurance com- 
panies in your areas will take in order that we can make referrals to them? 


And is there anything that suggests— 


* * * avoidance, where possible, of speeches before groups which are seeking in- 
formation on the business loan program, and calls on banks which might encour- 
age referrals of borrowers? 

Mr. McCatium. This is a matter which I presume the then Ad- 
ministrator in his administrative responsibilities can answer. 

In connection with his administration of the program, I do think 
he has certain responsibilities for the overall management of the pro- 
grams within the appropriated funds, and I would certainly think so, 
but Mr. Barnes is present, and I think, if you would like to ask him, 
he would be glad to answer you. 

Senator Humpurey. Mr. Barnes, I think that this would be an ap- 
propriate time if you would be willing to cooperate. 

Mr. Barnes, are you familiar with this memorandum ? 


TESTIMONY OF WENDELL B. BARNES, FORMER ADMINISTRATOR, 
SMALL BUSINESS ADMINISTRATION 


Mr. Barnes. Yes, sir; I am, sir. 

Senator Humpnurey. Did you write it? 

Mr. Barnes. Yes, sir. 

Senator Humpurey. What did you mean by “moderate the de- 
mands of credit from the Government” ? 

Mr. Barnes. May I put the letter in context? *° 

Senator Humpurey. Yes, please do. 

Mr. Barnes. And discuss some of the things that you have been 
dealing with here. 

I would like to mention first the situation at the time the Small 
Business Administration was first created. As far as I could tell 
at that time, out of the 16,000 banks in the country, there were about 
5 of them that had consistent small business lending programs. 

Now there was a sixth that had some activity, and many other 
banks would make individual term loans. But I mean as far as hav- 
ing a program which they advertised and had personnel assigned to. 

All the banks claimed that they made term loans, but from the 
businessmen that I talked to and in visiting around the country, from 
what I saw, that was the status of the situation. From that time until 
May of 1959, we worked with the banks and applied our programs and 
saw an increase in the programs. 

Now in the period beginning about September of 1958 on, I would 
say, we had a Sess volume of loans on our books, and, as Administra- 
tor, you have to look at how your people that are allotted by the 
appropriation method are assigned to the various tasks and activities. 

I saw there began to be an increase in the delinquencies and there 
was a need for servicing loans. 


#Tbid., p. 121. 
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In that summer of 1958 the Investment Act was passed." As we 
moved on into the winter and published the regulaitons under the 
Investment Act, there continued to be an increase in the loan vol- 
ume, and beginning in December and running on into February, we 
held extensive meetings across the country explaining the investment 
program, and usually explained our other programs as well. 

This was at meetings that were attended in all, by, I would guess, 
between 10,000 and 15,000 people, and the purpose was to thoroughly 
publicize the Investment Act and encourage people to form invest- 
ment companies. 

At the same time, we, of course, advised the people that attended 
the meetings of these other services, and particularly our loan pro- 

am. 

Well, we always had meetings, and part of the function of the 
regional director is to appear at civic meetings and attend business- 
men’s groups and conventions and make our services available and 
well known. 

Then, into the early winter of 1958, each month, beginning in the 
fall at the same time that the delinquencies were increasing, there 
was—and, of course, I am just talking from memory, you will have 
to make allowances for my recollection—but I think that the increase 
in the applications and loans approved was substantial. It was maybe 
5 or 10 percent each month higher, with a very large peak along in 
January, February, and March, of 1959. 

I attributed some of that volume to these meetings we had been 
holding on the Investment Act which more widely publicized our ac- 
tivities. 

Then, by April and May it was apparent to me that the number of 
inquiries was declining, and to my very great surprise, in May, June, 
and July the number of applications was not as large as I had ex- 
pected. 

You have to keep in mind the budgetmaking process. You make 
your requests in the executive branch along in September, so this 
was made along in September of 1958 for the appropriations that 
were made in the spring of 1959, and at the time I appeared before 
the Appropriations Committees in the spring of 1959, at that time, 
here we still had a tremendous number of inquiries. It does not peak 
each month, but it was still high as compared with previous years. 

The number of applications being processed and loans being ap- 
proved was practically double the preceding year. Although we got 
a larger appropriation at that time, you must remember that we 
were still using the same number of personnel that we had had from 
the year before. And so, as this increase in applications occurred 
during the wintertime, I had had to use people that would normally 
be assigned to servicing loans and the collection function, to handle 
processing. Even in spite of this, there was a considerable backlog 
that had built up. Just like any businessman or administrator, you 
do not like to see a backlog. This means there will be delays. When 
a man wants money, he wants a decision promptly. So it was my 
desire to get rid of this backlog or at least get it as current as possible. 





4% Small Business Investment Act of 1958, Public Law 85-699, approved Aug. 21, 1958, 
85th Cong. 
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Even though we were perhaps given more personnel, they are not 
available for 2 or 3 months; they have to be trained after you get 
them. So this was the situation at the time that I testified and here 
was nothing to indicate to me that there would not be a large volume 
on through all of 1960. 

We have talked in the testimony this afternoon about the relation 
between inquiries and loan applications filed the next month. I have 
to admit that I have another little private theory that I watched 
myself, which was the impact on our program when there was a change 
made by the Federal Reserve bank in the interest rates. While this 
does not, and did not, follow in each case, usually about 3 months to 4 
months following a change that resulted in there being less credit 
available in private banking, we would get a marked increase in loan 
applications. 

I should not go on without saying that there is a great deal of im- 
portance, also, in the quality of the loan applications. You men- 
tioned it a minute ago but this was an observable fact, if you studied 
what happened each time in the past when there was some perhaps 
major charge. The way I interpreted it myself was that when there 
was a change in the interest rates generally, banks would have less 
funds to lend and as prudent businessmen, they would lend to their 
best customers. 

Senator Humpnrey. To be expected. 

Mr. Barnes. And at the same time, if they had less funds, that 
meant that they would make referrals—they had other customers that 
they wanted to see taken care of, their credit needs met, so that they 
would apparently make referrals to us, and we would have a marked 
increase sometimes in quality of applications, which I interpret as 
being referrals from a bank, from banks, which, if they had plenty 
of funds, they would have made these loans themselves. 

All right, now in May, June, and July of 1959, what was the sit- 
uation ? 

There had been three, as I recall, adjustments in the interest rates 
during the preceding 9 months, the last one occurring in May, as I 
recall. There had been one, I think, in March or April. 

I felt that the impact on small business would be considerable. I 
was perfectly honest and sincere when I testified before the com- 
mittees in the spring that the requests that I had made the preceding 
fall should be granted. I thought that the volume would be there. 

Senator Humpnrey. I want you to know, Mr. Barnes, that there is 
no criticism of that prognostication. I think that you had reasons to 
feel that this would be the case, and that there was a considerable 
desire on the part of Congress, as a matter of fact, for this kind of a 
program. 

I was not being critical of that particular budget request. I was 
bringing it up in terms of what subsequently happened. 

Mr. Barnes. I said that in the event that there was any thought 
that we had carelessly asked for more funds, Senator. 

Senator Humpurey. No; I do not think so. 

Mr. Barnes. As a matter of fact, since I am not in Government 
and free to speak, I do not mind saying that usually I asked for more 
funds than the Budget Bureau approved, and usually the Budget 
Bureau approved more funds than Congress eventually appropriated, 
with the exception of one time. But I am sure that it is well known 
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to this committee and its staff that there was never any unwillingness 
at any time, to make loans in any area where there was a need and a 
demonstrated need. 

All right, now, as to what the situation was in July. 

I felt it very important always that the SBA have as near a con- 
sistent policy in all of its offices as it was possible todo. 1 am sure that 
you are aware many time I have had questioning in committees or 
some congressional people or Senators have called me and said : “The 
man in my area is not as free in making loans as some place in another 
area.” 

Well, lending is an art; it isnot a science. We try to apply scientific 
rinciples to it, but it is still an art, and, as you say, there is a sub- 
ective judgment that has to be made. 

We call regional directors in all the time to try to give them—at 
least at 6-month intervals, if possible—to try to give them, as best we 
knew it and could find out, what the economic picture generally was; 
what was happening in various industries; the various credit factors 
that were of importance. But we were unable to have a meeting in 
June of that year. I do not recall exactly the reason. I think, per- 
haps, that our congressional hearings were delayed into June, and we 
were too busy to take the time for a regional directors’ meeting. 

I recall that in June and July I attempted to find out what was 
going on in our various offices, and what was going on insofar as the 
banks and the credit they were extending was concerned. 

Here, by every bit of logic—I mean I felt much as you do, that when 
interest rates were up around 7 and 71% percent, even higher in some 
areas, we should expect an influx of applications. Yet, we were not 
getting either the applications or the inquiries. 

So I reminded Mr. Buck this morning that I had told him shortly 
after he assumed his present position, which was, I think, about the 
ist of July, to telephone the regional offices and find out what was 
going on; what was going on that month. 

I had telephoned and called and asked for reports, but there was 
no consistent pattern from whichI could tell exactly what was going to 
happen or make a judgment at that time. The New York office, as 
I recall, said that even though interest rates were high, that some of 
the large corporations had paid off certain loans so that there were 
funds that were available. They found it was possible to get loans, 
even though the interest rate was high. This occurred in several other 
areas, 

Some areas said: “Money is tight. We find people having difficulty 
borrowing, but still our inquiries are not up.” 

I could not find any pattern to which I could attribute what was 
going to happen in August and September, but my best judgment 
was—and I recall telling Mr. Buck—I am sure he would verify this— 
that I expected when the steel strike started in July and with the 
three interest rate increases, that we would have applications begin- 
ning in September, October, November of two or three thousand a 
month. 

I said, “We have got to get ready for a lange increase and influx of 
applications.” 

Before I wrote this memorandum, I looked to see what our people 
were assigned to and were doing at the time. Obviously, although 
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August was a vacation month and sometimes was a light month, people 
were being used to process loans that ought to be back servicing loans 
to reduce that delinquency rate. In other words, we ought to look 
after our collections. Obviously, we should get this backlog cleared 
up. Some offices were scheduling meeings with conventions and mak- 
ing speeches which did tend to increase activity which I thought was 
inevitable. I thought they would be there anyway. I felt it was not 
possible to ascertain clearly what was going to happen in the next 
month or two. The best thing to do was to get our own house in order, 

In other words, do all that would be possible to reduce the backlog 
of loan applications, to get the collections in line, to reduce any 
delinquencies, and that is done by personal calls, by knocking door 
to door. So I wrote this memorandum. I wrote it myself. It may 
ineptly drawn, but that was the background for it. 1 

Senator Humpnrey. Mr. Barnes,excuse me. May I just interrupt? 

Mr. Barnes. Yes, sir. 

Senator Humpnrey. Was this memorandum the result of any deli- 
berations by the Loan Policy Board ? 

Mr. Barnes. No, sir. I regarded it is an administrative memo- 
randum to guide the regional directors until we could have the next 
meeting of the regional directors, which at the time I was not sure 
would be after Labor Day or toward the end of September. It turned 
out, I think, that it was early after the 1st of October. 

Senator Humpurey. The first point in that memorandum, Mr, 
Barnes, was to moderate demands for credit from the Government. 
You just indicated that you thought at the time that there would be 
substantial demand coming because of some of the economic difficulties 
in the economy ? 

Mr. Barnes. Right; and I think this is consistent, because I thought 
that they should not be out making speeches and engaging in an activ- 
ity like that when they, at the time, still had a backlog of loans that 
had been filed in April, May, and June that had not been acted on and 
had not been closed. I was expecting a larger volume in the fall. 

Senator Humpnrey. You recall, do you not, that in the month of 
June that there was quite a dropoff in loan applications? 

Mr. Barnes. Yes, sir. 

Senator Humpnrey. And I believe there was in the month of May, 
is that not right, Mr. Buck? 

Mr. Buck. Yes. 

Mr. Barnes. Yes; but then in July the steel strike started and 
you have got to look at this almost from month to month because 
different things were happening each month, and I felt that the steel 
strike would accentuate what was likely to happen by reason of the 
general activity in connection with interest rates; that it was in- 
evitable that we would have a tremendous volume of loans. 

Senator Humpurey. That would have been my thinking about it, 
I will be honest with you, but the testimony this morning was to 
the effect that at least in retrospect, the money, the cash money, became 
available out of the liquidation of inventories. 

Mr. Barnes. Mr. Buck is trying to testify, as best he can, from his 
recollection. This was the first month that he was in his present po- 
sition. We talked some about this, and this was perfectly true. His 
statement was perfectly true in a number of areas. It was the only 
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time that the situation ever occurred in the 6 years that I was serving 
with the Government, when you had a high interest rate but in some 
areas you still had ample funds available for lending. You are getting 
what was in my mind at the time I wrote this memorandum. 

Another thing, I thought: What would I do if I were borrower at 
that particular time when interest rates had been raised and there was 
a steel strike? I felt that many borrowers would be inclined to come 
toseek loans from us. 

Senator Humpurey. I would agree with that. 

Mr. Barnes. I thought: 

What would I do if I were a private banker at this time? And I 
can remember discussing this with some on the staff, but maybe it was 
my own counsel that I relied on most of all. If I had been a private 
banker at that time and was able to get good loans at 7 or 714 percent, 
I would close off my marginal acc ounts and would suggest that they 
renew their credit elsewhere. 

Senator Humpnrey. I understand that, and I think this is to be 
expected. 

Mr. Barnes. And I felt that what we should be prepared to do, 
with the staff and the funds that had been allotted to us, was to take 
care of all of the credit needs that were legitimate. We should not 
take care of shoppers that are looking for a half percent or anything 
like this, but we should take care of people, which I felt sure there 
would be an ample number of them, that would be disoriented by the 
steel strike or unable to get credit accommodations by reason of the 
high interest rate. 

So I intended this memo also to kind of put the regional director on 
guard that if they found applications that were coming in which 
were merely bailouts for banks, they should look at those pretty closely, 
and should, as I said, adhere to all of our policies. 

The law, I think, was in the memorandum some place. And it was 
intended that they should not in any way change their credit judg- 
ment, but should be prepared to take care of the real needs, and also 
get their house in order to be prepared to meet what I thought would 
be an influx, a large influx, of applications. 

Senator Humpurey. Mr. Barnes, one of the problems here, as I see 
it, is not only : Did the number of loan ¢ applicateions drop sharply ; but 
did the percentage of loans approved dropped sharply? And this 
would be even before the steel strike. 

Let us take the month of July—the loan applications in the month 
of July would have obviously—I mean that were approved, were made 
before July—I mean it is fair to say that there is a 30-day period at 
least ; in many instances, a longer period. 

As you have indicated, there was a backlog of applications, and, 
therefore, people were behind and your memorandum appropriately 
points up that you must speed up the processing, have a little more 
meticulous care on the collections. These are other aspects of your 
memorandum. 

What I am getting at is this: That with this high interest rate, with 
the discount rate of the Federal Reserve Board being applied, the 
three-stage increases by the Board, the Federal Reserve Board, and 
the local rates going up accor dingly, with credit being relatively t tight, 
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that the month of July and even the month of June, as a matter of 
fact, in the Small Business Administration, loan applications were 
down. 

But, more importantly, the ratio of loans approved to applications 
wasdown. That continued on through. 

What disturbs me, your memorandum has two or three points in 
it. Some of it is policy in reference to loan policy. Another one is 
policy relating to administration of the loans. 

I have no argument with you, sir, at all about—for example, you 
said: “There should be increased emphasis on rapid loan processing 
and closing. * * * The greatest changes in emphasis in our work 
should be made in strengthening the administration in the collection 
of loans.” This is good, sound administration for which you are well 
known and well respected. 

What I am concerned about is that the pattern of the drop in the 

number of loans approved, as compared to the number of applications 
made, has a relationship to the memorandum of August 3, in talk- 
ing about— 
* * * moderate demands for credit from the Government, * * * avoid taking 
drastic steps such as announcing changes in policy or other dramatic action. 
* * * We should phase off any activity that tends to attract applicants or en- 
courage program expansion. 

Your explanation is a reasonable one. I understand you were 
concerned about the number of applicants that might be coming in, 
in light of the tighter credit conditions. 

But, again, Mr. Buck and others have indicated that instead of there 
being tighter credit conditions in the private banks, the private banks 
undoubtedly were taking up the slack. I believe that was the early 
testimony this morning; is that not right? 

Mr. McCatium. We said, I think, Senator, that as far as we could 
ascertain, and from what we had read, that the number of banks that 
were making term loans available to business concerns had increased. 

Mr. Barnes. Senator, I would like to address myself to your 
question. 

Senator Humenrey. All right, sir. 

Mr. Barnes. If you would let me do one thing before I come back 
to it. I would like to finish this administrative memorandum that 
you talked about, because while you have this confidential memoran- 
dum, with Mr. McCallum’s and Mr. Buck’s permission, I would like 
to make another one available to you which superseded this one and 
canceled it. 

I do not remember the date of it, but it was in October, early in 
October. 

Do you have the bulletins? This was never intended as anything 
except some guidance between August and the time they would have 
a regional directors’ meeting, which I thought would be after Labor 
Day at the time I wrote it. At the time they came in, I verbally asked 
them what had happened. I found there had been inconsistencies in 
the way this had been applied or understood, but basically they all did 

ut. more emphasis on loan collections and reducing delinquencies. 
They all did reduce the backlog. 
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None of them understood this as a policy change, but as to how they 
should use their people, and some of them did not even show it to 
anyone else in their office. 

Mr. Fotry. Mr. Barnes, do we understand there was a shift of per- 
sonnel within the agency from one division or bureau to another? 

Mr. Barnes. We have a certain number of financial specialists that 
were assigned to the financial division in each field office. Some of 
those men were assigned normally to loan processing. Some were 
assigned to loan servicing or collections, and there is an allocation of 
cases per month to the financial specialists that process loans. There 
is another allocation of positions for loans that are on the books. 

Mr. Fotry. When they shifted the loan processing oflices—— 

Mr. Barnes. During the preceding fall, they were shifted out of 
the loan servicing activity—I mean some of the men that were used 
in processing loans—and at this point in August some of them were 
shifted back to working on loan collections and delinquencies. 

This was not intended as something that they would do uniformly 
because they were told to get their backlog current and then to put 
more emphasis on the loan delinquencies. 

Now, I have this memorandum of October 9 which refers to the 
letter of August 3, 1959, both of which I submit for the record. 

(The documents referred to follow :) 


Exurtsit VI 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 


Washington, D.C., October 9, 1959. 
Memorandum for all SBA regional directors. 


Subject: RCDL, dated August 3, 1959. 


As explained during the regional directors’ conference in Washington last 
week, the subject memorandum to the regional directors was intended merely 
as guidance for the period from its issuance until the regional directors’ meeting. 
Since the subjects dealt with in subject memorandum were superseded by in- 
structions received in connection with each program during the regional di- 
rectors’ meeting, this memorandum should be regarded as superseded and can- 
celed as of October 1, 1959. 

The personnel in the Washington office felt that much was accomplished dur- 
ing the sessions with you during the meeting. We welcome these meetings since 
they enable us to work out plans for the future as well as to clarify policy and 
administrative matters which arisen. 

Your memorandum to me was answered at the last session on October 1. We 
shall plan to have regional directors meetings at 6-month intervals, at least, and 
shail hope to have the next one about March or April of 1960. 


WENDELL B. BaRNEs, Administrator. 


Exuisit VII 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D.C., August 3, 1959. 
To: All regional directors. 
From: Wendell B. Barnes, Administrator. 
Subject: RDCL 59-1. 


Since we did not have a regional directors’ meeting in Washington this spring 
and are not likely to have one before October, I am writing to let you know my 
thoughts about several matters for assistance in planning the work of your 
offices. 
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In Washington, we are still working with congressional committees on legisla- 
tion. Several of the committees have held more than one hearing on different 
SBA programs this year. Two more hearings are scheduled for the first week 
in August. None of the committees has as yet reported out a bill. We have 
recommended one bill which makes changes in the Small Business Act and an- 
other bill which provides several needed amendments to the Small Business 
Investment Act. Since you have probably seen copies of my statements before 
the legislative committee, it will be unnecessary to discuss our proposals here. 
There is still time for both Houses of the Congress to act on these bills, but we 
do not expect the action to come until the end of the session. 

I expect legislation to be introduced shortly, supported by the Treasury, which 
will amend the personal holding company sections of the Internal Revenue Code 
as they relate to small business investment companies and thus remove what 
has been represented to us and to various congressional committees as a major 
deterrent to the formation of investment companies. 

We have been interested in the labor legislation which is being considered 
by Congress since small businesses have such a great stake in having a number 
of problems in this area solved. My views on labor legislation are being sent 
for the information of your offices, under separate cover. 

The appropriations bill has been signed, as you know. You have received 
allocations for employment and also have received a memorandum indicating 
the emphasis that should be given to various PTA programs. You may be won- 
dering what we should be doing now in the FA program, and in other areas. 

The economic situation is this: Industrial and commercial activity is expand- 
ing rapidly, interest rates are high; and in spite of this fact, there is still a great 
demand for private credit. On the basis of our loan activity last year, our budget 
this year is based on an estimate of processing 1,000 loan applications per 
month. The activity in our program at present is curious. Our experience dur- 
ing the last several months is as follows: April, 896 applications; May, 753 
applications; June, 896 applications; July 680 applications. We are fortunate 
that we have rot been deluged with a high volume of applications. We may 
experience this volume later, but the present lull gives us an opportunity to do 
a number of things that. are needed to improve our programs and procedures. 
We should make the most of this opportunity. 

It is my view that our course of action between now and the time when I have 
an opportunity to talk with you in person at the regional directors’ meeting 
should be as follows: 

(1) We should do what we can to moderate demands for credit from the 
Government. The Treasury is importuned from all sides for funds. The Presi- 
dent and his administration are committed to a balanced budget. Any funds 
that are not spent in any program relieves that much pressure on the Treasury. 

(2) We should avoid taking drastic steps, such as announcing changes’ in 
policy or other dramatic action. We should, of course, continue to give good 
service, but without any ruling or announcement we should phase off any activ- 
ity that tends to attract applicants or encourage program expansion. I would 
include in this the avoidance, where possible, of speeches before groups which 
are seeking information on the business loan program and calls on banks which 
might encourage referrals of borrowers. Since banks are able to obtain high 
interest rates, such calls might result in referrals that would not otherwise take 
place, Give more attention to finding out what loans local banks and insur- 
ance companies in your areas will take in order that we can make referrals to 
them. Train the SBA staff to make these referrals accurately, but without 
violating any of our policies and our programs. 

(3) On current and future applications, we should be more diligent in screen- 
ing all loans to reduce debt payment and the consolidation of obligations. We 
should try to increase the utilization of private credit and other resources of 
the borrowers. Since our interest rate is fixed, there may be a temptation to 
creditors or private lenders who are able to place their funds at higher interest 
rates to suggest that their borrowers refinance, using SBA funds at a lower 
interest rate. We should be less willing to pay off other creditors and, if need 
be, should take a second position for a smaller amount rather than to replace 
private funds with public funds. In a period of increasing interest rates and 
high prosperity, borrowers should use the opportunity to pay off present debts 
rather than to refinance. The borrowers’ ratios should be closely scrutinized 
and any current ratios which exceed the ratio for their industry, and any debt 
net worth ratio of 2 to 1 or more should be suspect since borrowers who 





mal 
pres 
othe 
the 

thar 
a bi 
are 


proc 
cont 


be r 
actic 
ager 
can 

phon 


S 
Aug 
of gs 

M 
rect, 
duri 
each 





Mw 


SMALL BUSINESS ADMINISTRATION—1960 123 


eannot pay their debts in times of prosperity are not likely to improve their 
situation by refinancing, unless they first make other drastic management 
changes. Other resources of the borrowers should be fully utilized in every 
case before public funds are made available. In a period of rising prices, there 
is likely to be a tendency for applicants to desire to retain other assets having 
increased values and attempt to make out cases of hardship. Any application 
for a loan of short maturity should be closely scrutinized and referred, if pos- 
sible, to private sources of finance. Likewise as to requests for working capital 
which may be supplied from other sources, such requests have validity only 
if they are a part of a financial plan involving other valid purposes which 
require SBA to take so much collateral that the borrower may be precluded 
from other methods of financing working capital. 

(4) There should be increased emphasis on rapid loan processing and closing, 
both in terms of man-hours assigned to this work and the development of im- 
proved and shorter procedures and requirements. There is a backlog in many 
offices that can be worked off during a lull. We do not wish to have this backlog 
still with us if we are later met with increased loan demands. We have not, 
in my opinion, approached maximum efficiency in closing of loans. The regional 
office can shorten the loan closing period for future loans under present pro- 
cedures; can follow up with banks and counsel for borrowers; can develop 
standardized forms and procedures adapted to individual States; and can 
eliminate unessential requirements and conditions by proper training of per- 
sonnel and adequate supervisory screening. The time of attorneys on regional 
and branch counsel staffs should be utilized to the maximum for legal and 
review work while document preparation and the more simple aspects should 
be assigned to clerical employees. 

(5) The greatest changes in emphasis in our work should be made in strength- 
ening the administration and collection of loans. Here, also, the number of 
man-hours should be increased and the procedures and policies reviewed. Loans 
that are in delinquent or problem status during a period of high economic activ- 
ity are not likely to improve in the event of subsequent diminished activity. 
Adjustments in payment schedules should be made, of course, for reasonable 
and entirely justifiable individual conditions, but emphasis should be increased 
on promptness of payments, maintaining loans in current status, or getting them 
in that condition as promptly as possible and follow up on any delinquency with 
prompt and thorough field investigation. SBA loan examiners should insist on 
prompt filing of quarterly or periodic financial statements by borrowers and 
should scrutinize all such statements carefully for adherence to loan conditions 
and to anticipate and prevent subsequent delinquency. 

(6) Newly authorized personnel should be employed and trained as promptly 
as possible unless current developments reduce the need for them. In this 
manner, they will be available if their services are required later and their 
presence will enable present backlogs to be reduced and emphasis given to 
other work as indicated. Such personnel should be assigned to the places where 
the workload is heaviest, which in many instances is in the branch office rather 
than the) regional office. Conversely, an employee should not be assigned to 
a branch office if his services will not be as fully utilized as they would be in 
a regional office. 

The Investment Division in Washington has taken steps to reduce the time of 
processing and should be on a current basis in August. The procedures will 
continue to be screened for reasonable improvements. 

This memorandum is intended for use by regional directors only, and should 
be retained in your personal file. The views expressed can be translated into 
action through staff meetings and consultation with chiefs and branch man- 
agers. Any questions which cannot wait until the regional directors’ meeting 
can be, of course, handled by correspondence, or if time is significant, by tele- 
phone with myself, Mr. Buck, or other Washington personnel. 


Senator Humpnrey. What did you supersede the memorandum of 
August 3 with, Mr. Barnes? What was the philosophy of the period 
of supersession ? 

Mr. Barnes. As I recall—perhaps Mr. Buck could answer this di- 
rectly, because we had a full day’s session on each different program 
during the regional directors’ meetings, and there was a discussion of 
each phase of the lending activity by individual regions; how much 
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of a backlog was still remaining in certain regions; how much de- 
linquency was there; what were the specific problems in the region? 

And I would answer your question by saying in general they were 
instructed to keep a balance in the assignment of their personnel in 
all phases of their financial activity. 

n other words, instead of having the processing function over- 
emphasized by having personnel brought in, now that the backlogs 
were removed, people should be assigned to the budgetary Jobs that 
were allotted. It was not superseded by saying do this or do that. 
It was, as I recall, a full discussion of what they should do in connec- 
tion with each program. 

Mr. Fotry. Mr. Barnes, let me just recall here that in May of 1959, 
at your appearance before the Appropriations Committee, you re- 
quested—and I think that your request was fairly closely granted— 
you requested an increase in the personnel services of staff. 

Mr. Barnes. Yes. 

Mr. Fouey. 633. You had at the time a total employment of 2,435. 
So, in other words, you requested, and I think you got, approximately 
a 25-percent increase in staff authorized. I would next like to point 
out to you that the loans pending at the end of the period in June 
1959 were 817. 

The loans pending at the end of the 6 months previous—namely, in 
December 1958—were 1,313. 

In other words, a decrease of approximately 25 percent. 

You had a workload decrease of approximately 25 percent. 

Senator Humpnrey. From a backlog. 

Mr. Fotry. A backlog decrease. 

Mr. Barnes. This was brought about by using some of the per- 
sonnel that were supposed to be servicing loans in the processing and 
closing of loans. 

Mind you, we felt, and tried to say, that we should never have a 
backlog of less than a month’s ork In other words, if we had 
aapeone 600 loans a month, 600 would be a normal backlog. 

enator Humpnrey. Mr. Barnes, may I respectfully suggest that 
during the first 6 months of calendar 1959, that the rate of loan ap- 
proval to the rate of loan application was about 56.1. 

The rate of loan approval in the last 6 months of calendar 1959 is 
about 44 percent. 

What I am getting at is that at the time that you say that you shifted 
personnel from the Ria processing to the loan servicing, which is the 
collection, you had a higher rate of loan approvals than at the time 
that you say you shifted back the people from loan servicing back to 
loan approvals, Heer the fact you got more people out of your budget 
request. This, I think, bears some explanation or some examination. 

Mr. Barnes. I can give you this explanation: 

That the use or shifting of personnel, in my opinion, and being as 
objective as I know how to be, does not have anything to do with the 
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It has been our consistent policy to put the best credit men that we 
could find in the agency on that Board. They would have the general 
instructions as to policy. They were not interfered with. They were 
not superseded in their judgments, and there was no change in policy 
or instruction given by me or by anybody else as far as I can recall 
to the Loan Policy Board or to the regional directors that would 
account for the change from 56 percent to 44 percent. 

I beg your pardon, to the Loan Review Board. 

Mr. Fotry. Let me just refresh your memory on that point, Mr. 
Barnes. 

Mr. Barnes. All right. 

Mr. Fotry. Did you not give instructions that the regional directors 
and the branch managers should begin more tightly screening the 
lower applicants; that is, those applying for the smaller amounts of 
money; the lower 10 percent of applicants, at about the same time? 

Mr. Barnes. It depends on your interpretation of “screening.” 

You may give it one meaning, but to them this would mean, of course, 
accept. all “applications where an applicant insists on it, but if it is a 
hopeless case, which can be told frequently by what is submitted, indi- 
cate about what the opportunities are, what the defects are from a 
credit point of view, so that you do not have the work involved in 
writing loan reports and everything else in connection with it. It 
does not have anything to do w ith whether or not a loan will be 
passed. 

Mr. Fotry. You admit giving those instructions, Mr. Barnes? 

Mr. Barnes. Yes. 

Mr. Fotrny. At about the same time, and accompanying the instruc- 
tions were the directions 

Mr. Buck. What instructions are these? 

Mr. Fotry. The instructions that branch managers and regional 
directors should begin more tightly screening the lower 10 percent of 
applicants, and accompanying the instructions were that people ask- 
ing for small amounts of money should not have to go to the Govern- 
ment in good times such as this, in the fall of 1959. 

Mr. McCautivuom. Is that in this letter ? 

Mr. Forey. That is not in that memorandum that we previously re- 
ferred to on August 3 of 1959. 

Mr. Barnes. Maybe you can help me, since you have helped my rec- 
ollection so far, but you have not helped it quite enough. 

Did I give this written or verbally ? 

Mr. Forry. It was verbally, at a meeting of branch managers and 
regional directors. 

Mr. Barnes. In the first place, we only held one meeting of branch 
managers and regional directors in the 6 years that I was there. 

Senator Humrnrey. That was in October. 

Mr. Fotry. This was in October in Chicago. 

Mr. Barnes. I do not think I even attended that meeting. It was 
ameeting probably which Mr. Albert Kelly attended. 

Mr. Buck. October, 1959? 

Mr. Barnes. No. 

Mr. Fotry. Yes, in October 1959. 

Mr. Bucx. Mr. Albert Kelly was no longer with the agency in 
October 1959. It may have been that Regional Director ‘William 
Kelley had a meeting of his people in C hiea “ago, but there has never 
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been any meeting of regional directors and branch managers in Chi- 
cago at any time. 

Senator Humpurey. When did you have your meeting of regional 
directors and branch managers ? 

Mr. Barnes. We had only a regional directors’ meeting in Wash- 
ington about from October 5 to 8. 

Senator Humpurey. 1959? 

Mr. Barnes. 1959. 

We did not have the branch managers in. It may have been true, 
and this I am trying to recall, in talking to them when they were here. 
I usually talked to them just in an off-the-cuff manner. And I would 
comment on either good activities or unsatisfactory activities, 

It is entirely possible that I could have felt that there were some 
regional directors that were not looking at the applications them- 
selves at the time they were accepted or that their branch managers 
were not. They were merely leaving it up to the financial specialists 
and chief financial specialists. It is entirely possible that I could 
have said: 

I want you to look at these things yourself and exercise your judgment as to 
what the situation is, and discuss it personally with the borrower and give him 
the best advice you can. 

It is possible I could have said this. 

Mr. Fotry. Perhaps Mr. Buck and I could get together. Go ahead. 

Mr. Barnes. If you think that I told the regional directors or the 
branch managers at any time to make less loans to the people that 
asked for smaller amounts, I would emphatically deny this because I 
devised the limited loan participation plan, and did everything I 
could to see that the SBA services were available down to the smallest 
guy that might need it. 

Therefore, anyone that ever understood this to mean that they 
should be screened with a view to denying credit simply did not listen 
to the words that were said, and I cannot conceive of anybody in the 
agency that would say that I ever expressed that as a policy. 

Mr. Forry. I noticed in the memorandum, itself, Mr. Barnes, and 
Mr. McCallum, you did state that you knew something about it; that 
there is no explanation made in the memorandum that the reason for 
these policy changes was the need to catch up on the backlog. 

Furthermore, you stated that you would like to kind of get the 
backlog below a monthly amount. Yet the point is, the truth of the 
fact is that the backlog was already down to 817 at the end of fiscal 
1959, and the average monthly backlog that you had in mind was 1,000. 

Mr. Barnes. You are perfectly at liberty to quarrel now with the 
judgment that I exercised in July or August a year ago, but at that 
time I was expecting that there would be an influx of applications, 
and I thought that it should be reduced, the backlog should be reduced, 
to the absolute minimum, if possible, to get ready for it. 

Mr. Fotry. And the approval rate went down also? 

Mr. Barnes. But the approval rate, as I pointed out, after watching 
it carefully for 6 years, the only thing that I ever was able to ascertain 
was that this was an indication of the quality of the applications, be- 
cause we tried as best we could to keep the credit judgment consistent. 
Now, this was not always possible. The way you do this is to meet 


with the Loan Review Board occasionally and see that they are being 
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as consistent as possible in judging each application from different 

arts of the country and different industries, and particularly since 
at the instigation of Congress, and certainly with their complete ap- 
proval, a considerable amount of authority had been delegated to 
these regional offices to process loans faster. 

Senator Humpurey. Exactly. 

Mr. Barnes. And the only way you could keep those consistent, keep 
the action consistent, was to have fairly regular meetings of the 
regional director. ake 

Mr. Foxtey. Senator Humphrey is in a hurry here, Mr, Barnes. 

Senator Hompnrey. No; Iam not. I just had to check up to see 
where I am supposed to be next. 

Mr. Foury. I just wanted to point out to Mr. McCallum that he is 
very well familiar with this confidential letter and yet neither in his 
testimony of March before this committee, nor in his testumony before 
the Appropriations Committee this year, nor in his testimony today, 
did he cite any possible reason for the reduction either in loans, ap- 
plications, approval rate, or anything else; any of this backlog reason 
that you have been citing here in your testimony. Even though he 
is entirely familiar with—— 

Mr. McCatium. Wait a minute. I do not think that is quite a fair 
statement. I knew of this letter, This was a memorandum which 
Mr. Barnes prepared, as he indicated. I did know of it at one time. 
I recall that it had been written, but I did not know all the details of 
this letter. 1f£ you are going to say that I fail to give this as a reason, 
I do not quite understand your question. 

Mr. Srvvrs. Did you know that the letter said, “Don’t make any 
more speeches boys; we have got to get the backlog down” ? 

Mr. McCarium. Well, when I reread it the other day, I saw that; 
yes. 

Mr. Sruurs. In the meeting of the regional directors that I have 
attended, you have usually been there. 

Mr. McCatium. I was not at this meeting, Mr. Stults. 

Mr. Sruurs. When the policy was referred to ? 

Mr. McCatium. No, sir; I was not. 

Mr. Buck. I was, Mr. Stults, and I can state quite unequivocally 
that any such inference was categorically denied at that meeting, and 
that they were told that this memorandum had been an interim in- 
struction ; that it was canceled flatly; and that there was to be no in- 
ference that we were to fail to approve any creditworthy applicant. 
In fact, we were to make every effort to take care of everybody who 
came to us. 

Mr. Srutrs. I do not think the committee is questioning so much 
the approval, as it is just that you indicate there, without any words 
at all, concern about either backlogs or delinquency rates. 

You indicate that the crusading zeal which marked the administra- 
tion under Mr. Barnes for a 6-year period, that that should sort of 
cease, and that your regional managers should go back to their desks 
and start working off backlogs, start knocking on doors to bring in 
delinquencies, and for goodness’ sakes, don’t stir up any more appli- 
cants to come in and get money. 
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Senator Humpurey. Wait a minute. May I make an addition, 
You did not stop all crusading because you said: 

We should try to increase the utilization of private credit and the other 
resources of the borrowers. 

And at the time when the interest rates were going up to unpre- 
cedented heights, and when it was exceedingly difficult for an inde- 
pendent businessman to get a loan. 

It has been testified that small loans were hard to get; and, when 
they got them, they paid through the nose. The thing that I do not 
like here is this concept of what is a reasonable rate of interest, 
wherein the reasonable rate of interest has been testified to here as 
being the prevailing rate of interest on a particular type of loan in 
a pi articular community. 

And the prevailing rate of interest at in particular time, when the 
SBA was being advised to go on out and urge people to go to their 
private borrowers even though SBA had money at 514 percent and 
SBA had lots of money that it was not lending, the prevailing rate 
of interest for those potential borrowers was higher than it had been 
for some time. 

Also, may I add that the number of the applications not processed 
starting January of 1959 was lower by 500 than it was the preceding 
6 months, and lower by 480 than it was the year before. 

So here you have a set of circumstances, all of which are known, and 
which have been testified to. 

First. of all, the SBA in its conduct is not supposed to encourage 
any new applicants: 

We should phase off any activity that tends to attract applicants or to encour- 
age program expansion— 
at a time when the program is already going down. It has been 
down in May, June, and July. Ata time when in M: ay there was an 
additional rate on the Federal Reserve Board to increase commercial 
loan interest rates, tightening the credit. At a time when independ- 
ent business was in need of credit. 

And in this same confidential memorandum, it indicates that col- 
lections should be stepped up from the private enterpriser that bor- 
rowed money and that. borrowers should be encouraged to go to the 
private resources, when it has been testified to that the private re- 
sources, the private banking facilities in periods of high interest and 

tight credit, make their loans to what one could properly term better 
risks, bigger companies, 

It is not difficult for General Motors to get a loan, but it is difficult 
for some small sewing-machine company that is getting started to get 
a loan in a period of tight credit. That was my concern over this. 

Now, the question is—I do not need to speak for Mr. Barnes, but 
Mr. Barnes, of course, makes a very good point: 

That in terms of the budget request, that he was estimating on the 
basis of what you might call an educated guess as to what would 
happen. 

Nobody can tell really what is going to happen. We just have to 
do the best that we can. But what I am concerned bias is that when 
we get the reports from Mr. Hanna as to the months of June, July, 
and I have the report from you, Mr. Buck, as to the month of May 
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1959, loan applications were dropping off, loan approvals were going 
down, interest r aoe were going up, SB: \ has a 514-percent rate for 
the protection of the inde »pendent businessman, and SBA then is told 
by the Administrator in a bulletin to the regional directors that, 
“Don’t encourage any program exp’ sion,” even though the loans are 
down, the applic ants are down, the inquiries are somewhat down, even 
though it is known in the banking and finance circles that the interest 
rates ave up and that the smaller loans are harder to process, and the 
bigger loans get the pr lority treatment. 

Tt seems to me this is a poor way to car ry out the philosophy of the 
Small Business Administration or the philosophy of encouraging 
small business enterprise, because small business always has a tougher 
time in tight credit areas, 

That is my feeling, Mr. Barnes 

Again, I say this is very subjective. I do not know how you es- 

tablish any real objective yardsticks unless we would write into the 
7 what I was saying a2 moment ago, which I do not think Congress 
would ever do, at least at this moment. But I see this all too often. 
I saw this week the Committee on Agriculture with an administration 
proposal coming on down in the name of recodification, and an adjust- 
ment of Farmers Home Administration loan rates to 6 percent in- 
stead of 514 

Then I find out, when I study the fine print, that somewhere it is 
written in there that you will have to exhaust all private financing 
means at the prevailing rates of interest. 

Well, as the chairman of the committee, Senator Ellender, said—by 
the way, he had been for the bill originally until this came out— 
he said: 


In some parts of my State that is 8 percent, and I am no 8-percent-loan man. 


You see, so what the bill really says is let the private market charge 
ws much as it wants to. It will be the one that will decide what is 
reasonable, or at least it will establish the standards of reasonable 
interest. 

The bill then would say—SBA, fortunately, does not have this 
stuff—it says if you do not exhaust all the private facilities, you 
cannot get any Government help. Well, in a sense, this is what’ we 
are saying here in SBA. 

We are saying that you have got to go through the private money 
markets, pay the prevailing rates of interest, which prevailing rates 
of interest are on their face, “reasonable.” Now, it is true that the 
regional director has it within his discretion to decide whether that 
isa reasonable rate. I understand that full well, and I think that 
that is, maybe, the only way you can operate it. 

But when he gets a memorandum that says: 

Moderate demands for credit from the Government, boys, slow down the pro- 
gram, tighten up on the collections, tell the potential borrowers to go across 


the street to the private bank that has just got a brandnew interest rate 
schedule— 


you know, you do not have to paint pictures. Even a fellow that is a 
slow learner catches on with that, it would seem to me, in my view. 


Mr. Barnes. Senator, can I answer that just a little bit ? 
Senator Humpnrey. Y es, sir. 
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_ Mx. Barnes. This was an administrative bulletin that was placed 
into effect and was in effect for about 6 or 7 weeks. At the time I 
wrote it, I thought it would be in effect a month. 1 communicated 
with the offices all the time. Before I wrote this, I had talked with 
probably each of the offices twice in the preceding month, and this 
was an elfort to coordinate and get a consistent program on the part 
of offices im which there was maybe a difference in the factual situa- 
tion they were encountering. 

Now, I do not think you have in the record some other things that 
have been happening. 

The SBA program fills a need, supplements private banking and 
other private financing, and is like a safety valve or something of this 
nature that if credit is not available, then this should set a pattern 
which others follow. 

Not in any way intending to take credit for this myself, I think, to 
a degree, the SBA has been successful in getting a number of credit 
organizations in this field that were not there before. 

Senator Humpurey. In the private banking area ? 

Mr. Barnes. That is right, sir. 

Senator Humenurey. I agree with that, Mr. Barnes. 

Mr. Barnes. And, second, it has been my observation, since I have 
left the Government, that there is a considerable amount of financing 
going on that is in this general area which has a bearing on the volume 
in this program. 

Without any effort to make a survey or anything like that, I grabbed 
a few instances and cases that were available to me, and I find that 
many of the investment banking firms have been placing loans with 
insurance companies and pension trusts and others, all of which have 
been accumulating, certainly, funds in great quantities in the past few 
years. And there are many places loans of a sizable conrpany that 
would have come to SBA 2 or 3 years ago, and did come. 

Some of SBA’s borrowers—I can cite several cases I just happen 
to know about; I did not do this myself, but I mean—have gone 


through either their own facilities or used investment banking firms | 


and placed substantial loans with insurance companies and pension 
trusts and things of that nature. 

There has been an amazing number through 1959 and 1960, and per- 
haps for a couple of years earlier, but increasingly the past 21% years, 
of small public offerings of companies that are quite within the siz 
standards of SBA. 

While this is obtaining equity capital, nevertheless it does clean up 
their balance sheets and makes it possible for them to obtain credit 
which would not have been available without the equity capital. 

Mr. Foury. Mr. Barnes, on that score, let me just recall in your testi- 
mony before the Appropriations Committee in May 1959, and in 


Mr. McCallum’s testimony before the Appropriations Committee this | 


year, both mentioned something substantially as follows: “Bank port 
folios are approaching the maximum limit in many types of loans, par- 
ticularly term loans of the type made by SBA.” ” 

Mr. Barnes. What date? 


12 “Department of Commerce and Related Agencies Appropriations, 1961” ; hearings before 
subcommittee of the Committee on Appropriations, U.S. Senate, on H.R. 10234 (Feb. 19, 
1960), p. 696. 
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Mr. Fotry. This is before the Appropriations Committee of this 
year. ; 

Senator Humpnrey. This is Mr. McCallum ? 

Mr. Fo.try. This is Mr. McCallum, but you made substantially the 
same argument the year before for an increase in appropriations: 

Also, many banks are reaching what they regard as a maximum safe ratio of 
loans to deposits. 

Senator Humpnrey. Your statement, Mr. Barnes, is on page 629 of 
the hearings on the “Department of Commerce and Related Agencies 
Appropriations, 1960,” and I quote: 

The acceleration of private bank credit which started during 1955 has been 
in progress now for several years. Portfolios of private banks are now filled 
on certain types of loans and most particularly on term loans which are 
normally a small fraction of the total loans of a commercial bank if they are 
made at all. Small businesses which have the lowest priority on term loans 
are being turned away by banks and come to the Small Business Administration 
for credit needs. 

Here is the next year, Mr. McCallum gives the same statement. 

So the argument before the committee to get the money for the 
Administration is: 


Look, the term loan portfolio of the independent banking structure, the private 
panking structure, is pretty filled. 

Mr. McCatium. As I understand it, sir, the amount of bank credit 
had expanded considerably. There was a much higher ratio, I believe, 
of loans to deposits in some of the banks. In some of the New York 
banks, I think it went up as high as almost 

Mr. Buck. It went up to about 73 percent. 

Mr. McCatitum. Seventy percent; which means that at this time 
they were expanding the available funds. But I frankly could not 
believe that this could continue much longer; that they had already 
made statements they were getting pretty high, much too high in 
some cases, and that this would necessarily divert the credit needs to 
SBA. 

Senator Humpnrey. If they were getting too high—that is, the 
demand for this type of term loan was getting too high for the private 
banks to take care of, and, therefore, you say there would be some 
turning to SBA—why was it that SBA loans were going down in 
these months when private banks were charging more interest ? 

Mr. Buck. May I comment on that, sir ? 

Mr. McCatium. Yes. 

Mr. Buck. We were very seriously concerned about this, too, 
Senator. 

We can understand your concern with why our application rate and 
rate of approvals went down at a time when both you and we expected 
it should increase. 

I still do not know the reasons why. As a matter of fact, the banks, 
however, continued to expand their total loans as a proportion of 
deposits, and they are today at a considerably higher percentage than 
they were even a year ago, although in the last month or so I believe 
there has been a sharp, small downturn. 

Now, I want to make one thing plain, if I may, sir: We were so 
seriously concerned about this trend in our activity that this has 
been the subject of discussion not only at that regional directors’ meet- 
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ing in October, when Mr. Barnes was still the Administrator, at which 
time this letter, if you can construe it as a statement of policy, was 
canceled flatly and they were told that if any of them had drawn any 
inference from that letter that they were to cease publicizing the pro- 
gram, that that inference should be completely discarded. 

Senator Humpnrey. Was that in writing or by word? 

Mr. Buck. No, sir; this was orally. This was told to the regional 
directors at that meeting. 

I have since told them this myself at other meetings, Senator. 

Senator Humrurey. Do you not want to send out another confiden- 
tial letter on this? 

Mr. Buck. I do not believe we have to do it. I might point out, 
however, that I did write all the regional directors in February ™ as 
a result of a statement that appeared in Mr. Stults’ weekly news- 
letter ‘* in which he said that there might be some inference that SBA 
has been discouraging small businessmen from filing loan applications, 

I wrote to all our regional directors and pointed out to them that 
we did not agree with this statement, but that we wanted to be very 
sure that nobody was doing that, and that if they should err at all, 
they should err on the side of ace epting applications, not on the side 
of refusing them. 

Senator Humpnrey. I commend you, Mr. Buck. 

Mr. McCautivum. Yes, sir. 

Mr. Buck and I discussed this and I asked him to write this letter, 


I have told the regional directors at a meeting as recently as April | 


that they should continue to publicize the program; that they could 
go ahead and make speeches; that we were concerned about the in- 
activity in some areas; and tha t we were available. 

We wanted everyone that we possibly could interest to know it, and 
we have indicated to the banks that we would like to participate with 
them in loans. 

I certainly—I think that Mr. Buck and I, and even after Mr, 
Barnes’ conference in October, indicated that this was all over, let’s go 
ahead. 

Mr. Srutts. What happened between August 3 and October 3 that | 
it suddenly got all right to make speeches again / 

Mr. Barnes. It was not the business of making speeches, but it was 
the time involved in doing it, and in putting on other meetings. 

That was the principal thing, whenever you do this. 

Mr. Struts. Had your backlog dropped considerably between At- 
gust and October ? 

Mr. Barnes. My understanding is that progress had been made 
with the backlog; that the loan servicing had been reassigned to wher 


it was within reasonable portions assigned to each man; and that the | 


general activities were more nearly normal, 

There was not any distorted activity in any of the work. As for 
those confidential letters, I would think it would be a terrible thing if 
the head of an agency could not cor respond with the people that he 
has to be in a position of complete trust with, because you do delegate 
them a considerable amount of authority. 


18 See exhibit VIII, 135. 
144 Weekly staff sonart of the Senate Small Business Committee, Jan. 23, 1960. 
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While they are responsible in various ways, they like to be able to 
hear oce asionally in a kind of personal lotta from the head of an 
agency. 


The number on that one, I think, was 51. 

Mr. Sruuts. 59-1. We sort of felt that may have been the first 
one during 1959. 

Mr. Barnes. It was the first one in 1959. 

Mr. Sruurs. Gee, they must have been glad to hear from you, Mr. 
Barnes. 

Mr. Barnes. I had been busy that year. 

Senator Humpnrey. Have there been any further confidential 
letters ? 

Mr. McCatium. No, sir, I nave not written any. 

Mr. Barnes. Senator, I wrote at least 50 of them, but this might 
be on the amount of emphasis to be given to one program as opposed 
to another one. 

This was in order that they could interpret how to assign personne] 
that they were authorized to hire, on any kinds of subjects of that 
nature, relating, of course, to agency business. 

But these were not- —by “confidential,” this meant that it did not 
need to be distributed to their chiefs of their branches or general 
office distribution. 

They could, if they so wished, and many of them would have a staff 
meeting and read the whole confidential letter. 

Senator Humpurery. I do not take any exception to that. I think 
that an ad initcnioe must be in touch with his regional people. 

You have to run a shop, and I am not partie ularly disturbed over 
the matter, as long as you get together in these discussions. 

I want it quite “clear that I have never been of the mind that the 
Federal Government’s lending operations should supplant private 
facilities. 

They should supplement them. 

I do not want to see the Federal Government take over all financial 
arrangements for private industry or private persons. 

I do feel that when an agency such as the SBA is established with 
a loan rate that has been given more than just casual consideration— 
because we had quite a to- -do around here about this loan rate—I can 
assure you on that, the interest rate, that the philosophy that sur- 
rounds that, that surrounds the establishment of the loan rate—should 
include a loan policy that is to the benefit of the independent business- 
man and not a loan policy that is primarily to the benefit of the 
independent financier or banking institution. 

I recognize that you cannot draw hard and fast lines on this. 

Mr. McCallum, I want you to know that it is not an easy job for 
aman to be a banker, I am sure, and it is not an easy job for a man 
torun an agency. 

Tam not ‘unmindful of that. 

You in a sense are a banker as you run your agency. But the 
Congress had in mind in the Small Business Administration easing 
the credit and m: aking available credit at reasonable rates of interest, 
and a figure of 514 percent was established as at least a guideline, as 
& measuring rod, so to speak, of what is a reasonable rate of interest, 
somewhere within that vic inity. 
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So that independent business could survive in the highly com- 
petitive atmosphere of big-business competition. : 

I think we have cited here today that when the money market jg 
tight, I never complain about a banker that makes up his mind that 
it is better to loan money to a big concern than it is to a small one, 
if the balance sheet looks better for the big one than it does the 
small one, because he has a responsibility to the depositors and to 
his coinpany. 

That is where SBA comes in. You are supposed to take a few 
more risks. 

I just did not want you to become a blood brother of the American 
Bankers Association, that is all. 

Mr. McCautium. No. 

Senator Humrnurey. And I do not dislike them at all. It is all 
right if you are kissing cousins, but just do not move in. 

Mr. Barnes. Senator, could I comment just a minute on this sub- 
ject of interest rates, because I do not think that perhaps Mr. Buck 
left quite the right idea with you. 

When Congress has talked and debated about this, the conversation 
usually is in terms of the interest rate that will be placed on the notes 
and the documents that we use when we extend credit in the SBA. 

This does not really create much of a problem in the administration 
of the program because I think most of our financial specialists and 
certainly Mr. Buck and others, when they actually talk about it them- 
selves, they are thinking of the effective interest rate that the man 
has to pay on the outside. 

Now, I have talked with hundreds of these businessmen myself, 
and I am sure he has, and the man that comes in, if he is financi 
inventory and is dealing with a commercial bank and the bank has to 
do a lot of work collecting his bills, the effective rate may be up around 
10 or 12 percent. 

We always try to judge whether that is realistic or should he have 
the advantage of this lower rate with all the work it would mean to 
us, and, if possible, we got the bank to stay in. 

But in other cases—and the reason it does not create much of a 
problem is that some people that come in have had to go to make 
other financia] arrangements and their effective rate is maybe 10, 
15, and I have seen them as high as 18 percent. 

In this case the SBA would not hesitate to go ahead and make a loan, 
even though the credit were available. Yet, as to a reasonable factor- 
ing charge where the risk is great, we think that perhaps a factor 
should be used. 

So that when most situations occur in which the interest is a prob- 
lem, I have always felt from my observation that the SBA was not 
hesitant in going out to make the loan. 

Senator Humpurey. You are out of that now. How do you feel 
about that, Mr. McCallum ? 

Mr. McCatium. The same way. 

Senator Humpurey. Do you have any prohibitions upon your top 
people who are experienced in the field of the Small Business Ad- 
ministration activities going out and appearing before scientific 
groups, business associations, to explain your program ¢ 
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Mr. McCatitum. No, sir. 

Mr. Buck. No,sir. We encourage it. 

Mr. McCautium. Yes, we do. 

Mr. Buck. We do, yes, sir. 

Senator Humpurey. ‘Thank you very, very much, gentlemen, I 
think that the time has arrived for you to do something about the 
inner man, and for me, too: namely a lunch period. 

I want to thank you for your willingness to come up here to answer 
these questions. 

I want to thank you for giving us this information and for the ad- 
ditional information that you will submit to us, Mr. McCallum. 

Mr. McCatium. Yes, sir. 

Senator Humeurey. To you, Mr. Barnes. I know you went way 
out of your way to come down here, and I want to take full responsi- 
bility for insisting that you come. We had a little discussion about 
this. I thought you would come and I wanted you to come. I did 
not think it was right to discuss a memorandum that you had been 
responsible for w ithout your presence. 

Mr. Barnes. Correct. 


Senator Humpney. I do not believe in atts acking people, if they 
are not around to do something about it, and I do not even believe in 
discussing them too much if they ‘annot be around. You have come 
and you have done a very fine job, and I am grateful to you. I want 
to express the thanks of the committee and to all of you here. 

Mr. Buck. Thank you, sir. 

Senator Humrurey. Keep helping those small businessmen. 


Mr. Buck. | referred to a letter. May I put it in the record? 
Senator Humpnrey. Please, if you will. 


(The letter referred to is as follows :) 
Exursit VIII 


U.S. GOVERNMENT MEMORANDUM 
FEBRUARY 8, 1960. 
To: All regional directors. 
From: Robert F. Buck, Deputy Administrator. 
Subject: SBA and loan applicants. 


The January 23, 1960, weekly staff report to the Senate Small Business Com- 
mittee referred to the decline in SBA financial assistance activity and suggested 
the following as two possible reasons for the decline: 

“1. Contrary to informed opinion, the private banking sector has made more 
credit available to small firms, or, 

“2. The SBA has been discouraging small businessmen from filing loan 
applications.” 

There is some evidence that banks are making more term loans. Times are 
good and optimistic borrowers may be more inclined to accept shorter maturities 
in expectation of successful renewal. The steel strike effects are not yet all 
dissipated. We yet expect a sharp upturn in SBA business loan activity as 
many banks are close to “loaned up.” 

The Administrator is particularly concerned, however, with the allegation 
that SBA has been discouraging the filing of applications. I am quoting below 
Several paragraphs from a letter he recently wrote to the House Small Business 
Committee which I believe rather forcefully set forth his attitude on the matter 
of treatment of those who come seeking financial assistance from SBA: 

“T am enclosing a month-by-month tabulation of inquiries and applications 
received for the period July 1957 through December 1959. Although the rate 
varies from month to month, it is apparent that the percentage of inquiries 
which develops into applications has remained fairly constant during this 
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24-year period. Certainly, there is no basis for a conclusion that any signif- 
cant change has taken place in recent months. 

“It is always easier to say ‘no’ than to make the careful investigation and 
analysis which is required in making a constructive approach to solution of an 
inquirer’s problem. We have recognized this and constantly stress the nec essity 
for an ‘affirmative attitude’ in dealing with those who inquire about our assist- 
ance. This is why I am concerned about the adverse comment which appeared 
in the January 23 weekly staff report to the Senate Small Business Committee. 
I have brought this comment to the attention of all SBA personnel and renewed 
my instructions that every reasonable attempt be made to assist the inquirer 
in some constructive fashion regardless of our ability to extend credit to him, 

“I feel I should point out, however, that it would be a disservice to encourage 
every inquirer to file a formal application for a loan. In many cases, the appli- 
cant finds it desirable to obtain assistance in marshaling the data to be included 
in the application. In those cases where he can prepare it without assistance, 
it is, nevertheless, time consuming although no actual monetary expense may be 
involved. We don’t believe we should actively encourage the expenditure of 
money and time in preparation of a formal application which has no chance for 
approval. It is our policy, therefore, with the constructive attitude I have men- 
tioned, to analyze most carefully the information presented to us at the inquiry 
stage; to point out to the applicant the way in which we believe his financial 
strength can be most favorably utilized: and yet to also point out to him ag 
fairly as we can any weaknesses in his financial picture. We assure each in- 
quirer that he has a right to file an application and that we will make every 
effort to work something out for him, but that he himself must make the decision 
to expend his time, and perhaps his money, with full knowledge of all of the 
factors which we have pointed out. 

“Some disgruntled inquirers, often with little concept of the nature of the 
program or of the requirements for obtaining a term loan, perhaps feel that 
we have ‘discouraged’ them from filing applications. There may be a fine line 
between ‘not encouraging’ someone and ‘discouraging’ him. We recognize the 
difficulties inherent in our policies. We attempt to minimize them by using our 
most skilled credit men in interviews as much as possible. We believe that to 
give application forms to everyone who requests them would result in far greater 
dissatisfaction on the part of unsuccessful applicants whose time and money 
has been unnecessarily spent and whose hopes have been raised unjustifiably. 
Such a policy would also greatly increase the burden of the Small Business Ad- 
ministration program on the taxpayers as our staff would have to be greatly 
expanded to process the larger number of formal applications.” 

Will you please immediately bring this letter to the attention of every person 
in the financial assistance division in the offices under your supervision. Suffi- 
cient copies are enclosed for distribution to your branches. Also enclosed is a 
tabulation showing the percentage of inquiries which have resulted in appli- 

cations over the last 214 years, to which his letter referred. Vlease compare your 
regional figures with these ni itional averages. 

You will note his statement that there is a fine line between “not encouraging” 
someone and actively “discouraging” him. Our attitude should be affirmative at 
all times and if we err, we should err on the side of accepting applications, not 
on the side of refusing them. 
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Exureir IX 
SMALL BUSINESS ADMINISTRATION 


Business loan inquiries and applications received, by month, July 1957 through 
December 1959 





Inquiries Applications 

received A pplications as a per- 

(including received centage of 

counseling inquiries 

ae ' 

1957—July-.-.-- ; Ad ctiocat 6, 814 518 7.6 
August seri = ‘ 6,715 573 8.5 
September owt 6, 312 SOS 8.0 
October ; : BENS. 0s5 | 6, 480 | 503 7.8 
November. -- ; ‘ — Swakh boa 6, O85 569 9.4 
December. -- - - | 5, 736 529 9.2 
1958—January-.... 6, 811 503 7.4 
February ‘ 9, 144 ASS 6.4 
March-_- : ; . | 10, 168 | R58 8.4 
April... 12, 596 810 6.4 
May.. 9, 955 | 1, 099 11.0 
June ina | 9, 838 | 845 8.6 
July ; : | 8, 789 | 840 9.6 
August aoe er 10, 677 918 8.6 
September ‘ 12, 316 893 7.2 
October 10, 731 ¥29 8.6 
November : ; ine 11, 268 | 841 | 7.5 
December . : 9, 054 | 560 | 6.2 
1959—January 9. 766 754 | 77 
February . | 12, 72 843 | 6.6 
March-. i : : woitat 11, 457 | 1,083 | 9.4 
April ; a | 10, 194 | 896 | 8.8 
May 9, 225 | 754 8,2 
June ; | 9, 737 | 902 | 9.3 
July... ‘ ; 8, 028 | 681 | 8.5 
August. - - a | 9, 100 | 682 | 7.5 
September. - 8, 855 | 747 8.4 
October = . } 7, 637 637 8.3 
November a aan 8, 627 | 601 | 7.0 
December 6, 716 | 654 | 9.7 


| 
| 
| 
| 


Source: Office of Controller, Budget and Reports Division, Jan. 27, 1960. 


Senator Humenrey. By the way, would you mind making avail- 
able a copy of that confidential memorandum in its full text ? 

Mr. McCatium. Yes, sir. 

Senator Humpurey. You have the one memorandum and the sec- 
ond one there? (See exhibits VI and VII, pp. 121-123.) 

Mr. McCatuum. Yes, sir. 

Senator Humpnrey. Thank you. 

(Whereupon, at 12:55 p.m., the hearing was concluded.) 


Xx 








